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SMALL-BUSINESS PARTICIPATION IN GOVERNMENT 
PROCUREMENT—1957 


TUESDAY, JUNE 25, 1957 


Untrep States SENATE, 
SELECT CoMMITTEE ON SMALL Business, 
SUBCOMMITTEE ON GOVERNMENT PROCUREMENT, 
Washington, D. C. 

The subcommittee met, pursuant to call, at 10:10 a. m., in room 
457, Senate Office Building, Senator George A. Smathers presiding. 

Present : Senators Smathers (presiding) and Bible. 

Also present: Robert L. Weadock and William D. Amis, profes- 
sional staff members. 

Senator Smaruers. This is an open hearing of the Subcommittee 
on Government Procurement of the Senate Small Business Committee. 
During the course of the next few weeks we will hear testimony from 
the officials of the various military services concerning the small- 
business programs currently being conducted within the “Department 
of Defense. Sometime during the e arly part of next month we plan 
to receive data from certain of the civilian agencies regarding the 
efforts being made in their departments to insure that small business 
receives a fair and equal share of our Government contracts. 

The purpose of these annual hearings is essentially twofold. First, 
as you all know, this committee is vitally interested in all matters hav- 
ing to do with the economic viability of our smaller firms. Conse- 
quently, in view of the fact that certain contracts being awarded by 
the Department of Defense represent the greatest single source of 
business to an appreciable number of these smaller companies, it is 
deemed essential that the members of the committee learn at first hand 
just how the small supplier is faring with our military-procurement 
officials. 

Secondly, it is the feeling of the committee that, through the dis- 
cussions and exchange of ideas with the representatives of the execu- 
tive branch that occur at these public hearings, a better understanding 
of the intent of Congress with regard to small business can be obtained 
by those charged with the responsibility for putting into practice that 
which has been previously legislated. 

In this connection, the anne feels that its relationship with 
the policymaking representatives of the Defense Establishment has 
been a healthy and productive one. The committee has previously 
voiced its satisfaction with the cooperative spirit and attitude 
of those charged with procurement responsibilities at the Assistant 
Secretary level. Earlier this year we had evidence of a continuation 
of this favorable attitude toward our small firms with the decision 


1 
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by Assistant Secretary of Defense McGuire to abandon the weighted 
average pricing formula so objectionable to many smaller contractors. 
Mr. McGuire's experience as Chief of Procurement for the Navy 
during World War IT and his retail business experience in civil- 
ian life have well qualified him for his present position. The com- 
mittee is pleased that he has apparently brought with him to his new 
post a sincere and understanding attitude toward small business. 

The committee feels that such an attitude by the policymaking 
personnel of the Department of Defense is absolutely essential in these 
times when circumstances combine to make it incre: isingly diffic ult for 
the smaller supplier to remain in the Government purc hasing picture, 
particularly in the area of military supplies. Rapid technological ad- 

yancement has resulted in increasingly complex and expensive weap- 
ons, these being, in great part, incapable of manufacture by the smaller 
companies. The use of new metals, such as titanium and the magne- 
sium alloys, also presents a major obstacle to the small fabricator whose 
experience, for the most part, has heretofore been limited to the fabri- 
cation of steel and aluminum. 

The committee believes that maximum cooperative efforts must be 
exerted by all of our Government procurement representatives so as 
to preclude any “falling by the wayside” on the part of our smaller 
manufacturers or fabricators. Any such elimination of small busi- 
ness would materially decrease the competitive aspects of our pro- 
curement. activities, with the resultant increase in costs—costs which 
we must never forget are borne by our taxpayers, both large and 
small . Even the most casual observer is aware of the intense interest 
being displayed by this Congress with regard to economy measures, 
and any developments with the executive agencies which might indi- 
cate a lessening of such economies would surely receive a most thorough 
and searching analysis by the legislative branch of the Government. 

As previously indicated, the committee has been generally satisfied 
with the overall policy which has been handed down by the various 
military departments in governing their respective small-business pro- 
grams. However, the percentage of contracts being awarded to small 
business has continued to decline over the past 4 years, which fact 
gives rise to a question as to whether the departmental policy direc- 
tives are being properly carried out by the appropriate operational 
personnel. In order to determine at first hand just what has been 
done to implement the policy set down by the Assistant Secretaries, 
the committee has invited the military heads of the various operational 
arms of the three services to testify on this subject. I am sure that 
the committee will find their testimony most informative and we 
will look forward to our annual review of the internal small-business 
programs within the different bureaus, commands, and technical 
services. 

We are very pleased to have as our first witness today the Assistant 
Secretary of Defense, the Honorable Perkins McGuire. We are 
equally happy to welcome the Assistant Secretary of the Army, the 
Honorable Frank H. Higgins, who will speak to us following Secre- 
tary McGuire’s testimony. 

Before you proceed, Mr. McGuire, I would like to recognize several 
people present as representatives of their respec tive Senators: Ap- 
pearing for Senator Saltonstall, Mr. Tully; for Senator Schoeppel, 
Mr. Frazee ; for Senator Javits, Mr. Millenson. 

Now, Mr. Secretary, you may proceed. 
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STATEMENT OF HON. PERKINS McGUIRE, ASSISTANT SECRETARY 
OF DEFENSE (SUPPLY AND LOGISTICS); ACCOMPANIED BY 
GRAEME C. BANNERMAN, DIRECTOR OF PROCUREMENT POLICY, 
AND JOSEPH M. McKELLAR, DIRECTOR OF SMALL-BUSINESS. 
POLICY 


Mr. McGuire. Mr. Chairman and members of your committee, I 
welcome this opportunity to be here today to testify on the small- 
business policies and programs of the Department of Defense. 

Since assuming my duties as Assist: _ Secretary of Defense in 
January of this year, I have devoted a large part of my time and 
effort in an attempt to gain a sound understanding of the problems of 
small defense supphers, and to familiarize myself with the internal 
problems the Department of Defense has in assisting these suppliers 
and assuring them of an equitable opportunity to compete. I am 
interested in establishing and maintaining a solid foundation of 
policies that will offer small business affirmative assistance and at the 
same time will conform with the overall mission of the Department 
of Defense. 

I would like to divide this statement into two general headings: 
First, I believe it would be helpful to cover the status of the small- 
business program at the time of my arrival; and, second, to review 
the accomplishments we have seen since that time. Thereafter, I will 
discuss the future prospects of our program as I see them. 

As to financing, for the past few vears there has been some concern 
about the ability of the small-business supplier to obtain adequate 
defense contract financing. This subject was carefully studied by the 
President’s Cabinet Committee on Small Business, and, on November 
16, 1956, the Department of Defense issued Directive 7800.4... In brief, 
the purpose of this directive was (1) to insure that the need for ad- 
vance or progress payments by contractors would not be treated as a 
handicap in awarding contracts, (2) to facilitate and accelerate the 
making of progress payments requested by small suppliers under 
Government contracts, and (3) to emphasize the usefulness and desir- 
ability of providing proper contract financing assistance to small- 
business concerns. 

Prior to the issuance of this directive, the Comptroller’s Office of the 
Department of Defense sent questionnaires ? to hundreds of our smal] 
suppliers requesting that they describe their experience with respect 
to the promptness of progress and advance payments. On January 
18, 1957, the Comptroller’s Office of the Department of Defense issued 
a summary of the returns of 629 contractors to this questionnaire. 
Approximately 75 percent of the responses reflected that all payments 
were made promptly within 30 days of the request; 15.6 percent of 
the firms stated the payments extended beyond the prompt 30-day 
limit, and the balance of 10 percent failed to comment on this point. 

Actively soliciting information like this from industry is of great 
assistance to us in directing our attention to these areas, which may 
seem minor to some, but which are of major importance to the small 
supphers who must depend upon prompt Government financing to 
stay abreast of their commitments. These statistics indicate that the 


'See appendix IT. p. 359 
See appendix IT, p. 562 








4 SMALL BUSINESS PROCUREMENT PROGRAM 


great majority of firms receiving progress payments are getting them 
at reasonably prompt intervals. I hope that the next time I report 
to you we can demonstrate further improvement in this area. 

As to the subcontracting program: On April 19, 1955, the Depart- 
ment of Defense issued instruction No. 4100.20, which, among other 
things, established a Department of Defense small-business subcon- 
tracting program. The purpose of this program was to enlist the 
assistance of large prime contractors in furthering the Defense De- 
partment small-business policies by assuring that a fair share of all 
subcontracts and purchases of supplies and services is awarded to 
small concerns. 

In carrying out this policy, military purchasing activities insert in 
each contract over $5,000 a clause requiring the contractor to sub- 
contract to small-business concerns the maximum amount determined 
by the contractor to be consistent with the efficient performance of 
the contract. In addition, each business concern receiving a contract 
of more than $1 million, which, in the opinion of the procuring activity, 
offers substantial subcontracting possibilities, is urged to participate in 
a special small-business program. Participation, which is on a vol- 
untary basis, includes designating a company small-business liaison 
officer, publicizing the program within the company, adopting pro- 
curement policies designed to assure small business an equitable oppor- 
tunity to obtain defense subcontracts, and submitting reports to the 
Department of Defense on the results of the program. 

The first reports submitted to the Department of Defense covered 
the period from July 1 through December 31, 1956. A preliminary 
report issued April 4, 1957, covered returns received from 207 report- 
ing units, representing 163 different companies. Late returns have 
increased these totals to 241 reporting units of 197 different companies. 

These companies reported military prime contract receipts of $6.6 
billion, or the equivalent of about four-fifths of the general level of 
net prime contract awards to all large business concerns during this 
6-month period. 

These subcontract reports are taken from the financial records of 
the reporting companies since this was found to be the basis on which 
the greatest industrial cooperation could be obtained. Accordingly, 
these statistics are on the basis of financial receipts and payments to 
subcontractors rather than on the basis of contracts and subcontracts 
awarded. While the figures are not, therefore, directly comparable 
to other small-business statistics, they do reveal with accuracy the 
extent of subcontracting and, in order of magnitude, can be compared 
to our other statistics. 

The report ¢‘ on the company participation from July through De- 
cember 1956 showed that the first-tier small subcontractors were paid 
$1,659 million by these large companies for military subcontract work 
during the period. This compares with a total of $1,616 million for 
all military prime contract awards to small-business firms during the 
same period. 

The actual total subcontract payments to small business during the 
period, of course, are more than $1,659 million, since that total does 





See appendix III, p. 364. 
*See appendix IV, p. 366. 
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not include payments to subcontractors of the 197 companies below 
the first-tier level, and does not include the subcontract payments of 
other large prime contractors who have not reported. 

These 197 companies received as revenue from prime contracts $6.6 
billion and as subcontract receipts $1.2 billion, amounting to a total 
of $7.8 billion. The small subcontractors for these 197 reporting com- 
panies received $1.6 billion or 21 percent of the total prime and sub- 
contract receipts of these major prime contractors. 

Military subcontract and purchase payments by the large companies 
to both small and large subcontractors totaled $4,380 million or the 
equivalent of 56 percent of their receipts. ‘The important point here 
is that almost 38 percent of the total subcontract payments went di- 
rectly to small-business concerns. 

The response to this voluntary undertaking has been so er atifying 
that we are currently studying the feasibility “of reducing the base for 
reporting from $1 million and above to $500,000. ‘This, 1 believe, 

vould give us much mere comprehensive information on how small 
business is sharing in the important field of subcontracting. 

Under Department of Defense Directive No. 4100.9,° issued Novem- 
ber 14, 1955, procedures are established by which the military small- 
business advisers make available to members of the Small Business 
Administration information required to assist them in assuring that 
small business has an equitable opportunity to compete in defense 
procurement. I am referring to section V-F of this directive, whereby 
the chiefs of the small-business offices of the military departments, to- 
gether with my Director for Small Business Policy, hold weekly meet- 
ings with the Small Business Administration liaison officer, Mr. ‘Theo- 
dore Haugh, who shares office space with Mr. McKellar, my Director 
of Small Business Policy. The purpose of these meetings is to discuss 
the effectiveness of the small-business program and resolve problems 
that have arisen or may arise in its operation. I would like to say 
at this time that Mr. Haugh’s contribution and spirit of cooperation 
has been one of the fundamental reasons for the overall excellent 
working relationship between the Small Business Administration and 
ourselves—something that Wendell Barnes and I point to with some 
pride. 

The Department of Defense Instruction No. 4100.9 further provides 
for a fully integrated and cooperative program of joint activities by 
the Small Business Administration and the Department of Defense, 
directed toward the discharge of our common responsibility that a fair 
proportion of the total purchases and contracts for supplies and serv- 
ices for the Department of Defense should be placed with small-busi- 
ness concerns. Included in this instruction are provisions for joint 
Small Business Administration and Department of Defense set-asides 
for small business and the method of procurement for partial and total 
set-asides. Partial set-aside awards made on the reserved portion are 
made at a fair and reasonable price, which under normal conditions 
would be equal to the single award price for the unreserved portion. 
We previously provided that, when multiple awards were made on the 
unreserved portion, the aver age price of such awards would normally 
be the price at which set t-aside portion was offered. However, I be- 


5 See appendix V, p. 376 
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came convinced that the entire scope of the weighted average policy in 
set-asides should undergo a comprehensive review. Asa fanull of this 
review, I issued the following changes to the set-aside procedure, 
which are as follows: 

(d@) When the procurement of the unreserved quantity has resulted in one 
contract only, or in multiple awards all at the same price, awards for quantities 
set-aside shall be made at the unit price of the unreserved quantities. 

(e) When the procurement of the unreserved quantities has resulted in mul- 
tiple awards at different unit prices, awards for quantities set-aside shall be made 
at the highest unit price of the unreserved quantities. 

I would like to take the opportunity to thank the committee and 
members of the commitee staff for their assistance in helping us to 
address ourselves to this matter. It certainly was valuable to me 
to have the opportunity to listen to witnesses w hich the committee had 
here at their meeting—I think it was in March of this year. 

The operational features of this set-aside program provide that the 
representatives of the Small Business Administration shall be afforded 
an opportunity to review proposed procurements at the procuring 
offices of the military departments and to make recommendations con- 
cerning them, including proposals that they be exclusively or partially 
set aside for small-business concerns. We provide the representatives 
of the Small Business Administration with appropriate desk space 
and telephone facilities whether they are assigned to the procuring 
activity on a full- or part-time basis. The responsibility for agreement 
in all matters respecting this program are vested with the Administra- 
tor of the Small Business Administration and myself. This joint en- 
deavor has, in my opinion, been operated very successfully. 

Statistics are not always the best indic ‘ation of the success of a par- 
ticular program, but in this case I believe that to briefly touch on the 
progress from a statistical viewpoint would be helpful in attaining a 
clearer perspective in what we are doing. 

In fiscal year 1956, there were 6,127 set-aside actions initiated by the 
Small Business Administration, amounting to approximately $558 mil- 
lion. With Department of Defense concurrence, 5,798 set-asides were 
agreed upon, amounting to $490 million, and 4,635 of these resulted in 
actual awards to small business, with a dollar value of $342 million. 

During the first 11 months of fiscal year 1957, the Small Business 
Administration has initiated 8,359 set-aside actions, of which 8,176 
were agreed upon by the Department of Defense. To date, 6, 169 of 
these have resulted in awards to small business under the set-aside 
program totaling $432 million. You will notice that there is a wide 
discrepancy between the number of set-asides agreed upon and the 
number of awards made. The reason for this is that there is often a 
6-month to 1-year lag between the time we made the set-aside deter 
mination and the actual date the awards are made. 

For the first 10 months in 1956, smal] business was awarded under 
the set-aside program an amount equi al to 2.1 percent of the total prime 
contracts awarded to all firms, or 10.1 percent of the total amount 
awarded to small firms. 

For the first 10 months of this current fiscal year, small] business set 
aside awards have been 2.4 percent of the total awards, or 13.5 percent 
of the total awarded to small business. This indicates a sizable in- 
crease for small business between the two 10-month reporting periods. 

These statistics demonstrate two very important points. One is 
the increasing dollar volume, the number of set-asides and awards cur- 
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rently being made as contrasted with last year, and the other is the 
decrease in the percentage and the number of rejections the Department 
of Defense has made to actions initiated by the Small Business Ad- 
ministration. Last year the Department of Defense rejected 329 
proposed set-asides, or approximately 5 percent of the total proposed. 
During the first 11 ‘months of the current fiscal year, the Department 
of Defense has refused to ac cept 183 proposed set-asides, or about 2 
percent of the total. To me this certainly demonstrates an atmosphere 
of cooperation between the two agencies ‘for the sole purpose of assist- 
ing small business, and any legislation that would alter this area of 
joint endeavor could be h: armful to the object of our mission, the small- 
defense supplier. 

There have been indications that your committee has felt that small 
business fared better under advertised procurement than under negoti- 
ated procurement and, therefore, it was important to small business 
that the oot iges of advertised procurement be increased. On 
April 23, 1956, the Department of Defense issued a report entitled 
“Iiffect of Advertising, Negotiation, and Synopsis on Small Business 
Participation in Defense Procurement,” based on statistics for the 
4-month period from July 1 through October 31, 1955. The report 
pointed out that the collection of statistics necessary to make such 
an analysis began on July 1, 1955, and emphasized that the 4-month 
period for which the data were then available could not necessarily 
be considered as typical. In presenting the report to interested com- 
mittees of Congress, my predecessor, Mr. Thomas Pike, indicated 
that this 4-month study was to be supplemented with a later analysis 
covering an entire year, and in your committee’s annual report * this 
continued coverage was favored. Accordingly on April 15, 1957, the 
Department of Defense issued a report which extended the 4-month 
study to cover the 12 months of fiscal year 1956. 

The report is intended to answer the question: Does the use of ne- 
gotiation as a method of procurement tend to decrease the share of 
military prime contracts going to small-business concerns ? 

The study of awards made in the July—October 1955 period showed 
that, in the procurement of items which are within the small-business 
potential, negotiation was not detrimental to small business. The re- 
port concluded that “on the average, small business wins as large a 
share of the potential procured by negotiation (55.9 percent) as if 
does of the potential procured by advertising” (53.9 percent), and 

“in the area of supplies and services, as distinguished from construc 
tion, it wins a larger share” (53.1 percent compared to 38.1 percent). 

The present study,’ covering the 12 months of fiscal year 1956, sup- 
ports the same general conclusions. The percentage of the potential 
awarded to small business was higher for the 12-month period than 
for the 4-month period. The percentage of the advertised potential 
awarded to small business increased more than the percentage of the 
negotiated potential awarded, rising from 2 points less for the 4-month 
study to 4.3 points more for the 12-month study. Small business won 
58.4 percent of the negotiated potential awarded by the 3 military de- 


6S. Rept. 2827—-Small-Business Participation in Government Procurement, 1956, 84th 
Cong., 2d sess. 
7™See appendix VI, p. 381. 
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partments in the 12-month period compared with 62.7 percent of the 
advertised potential. Excluding construction figures, the comparison 
for supplies and services for the 12-month period was 57.9 percent of 
negotiated potential awarded to small business compared to 53.1 per- 
cent of advertised potential awarded to small business. It is clear, 
therefore, that the method of procurement as such does not involve a 
significant advantage or disadvantage for smal] business. 

I believe this report, covering the 12-month period, was transmitted 
to your committee members soon after it was publicly released, to- 
gether with the above conclusion. 

Soon after assuming my present duties, there was established the 
Department of Defense Small Business Industr y Advisory Committee 
made up of 18 members representing large and small supplie rs of the 
3 military departments. ‘The purpose of this committee is to draw 
from industry an evaluation of our policies. The Department of 
Defense Small Business Industry Advisory Committee is made up of 
10 representatives of small business and 8 representatives of large busi- 
ness. I personally attended an afternoon session of one of the meet- 
ings, and I was most gratified to see the spirit with which the members 
are undertaking this task which is purely on a voluntary and patriotic 
basis. I think Mr. Burkhart, president of Genisco, Inc., of Los An- 
geles, a small company, stated this feeling more appropriately than I 
could in a recent letter wherein he said, and I quote: 

I would like to express my pleasure in having met and worked with you dur- 
ing your recent Committee meeting in the Pentagon and to further state the 
interest and enthusiasm with which I view the continued association throughout 
the balance of our Committee year. We have certainly cut out a man-sized 
task for ourselves in the preliminary agenda. A more leisurely contemplation 
of that agenda leads me to the opinion that if we can realize a 50 percent yield 
of good realistic and workable recommendations, we shall have performed 
yeoman service. 

It appears the Department of Defense has provided us with a real opportunity 
to make a significant contribution in a most difficult problem area. To me the 
challenge is tremendous. The Department of Defense has said in essence, ‘“Gen- 
tlemen, we believe in small business; we want a healthy small-business base; we 
have tried every way we know how to help small business get their share; statis- 
tics do not indicate we are succeeding, we are at our wits’ end, now you tell 
us how we could or should go about it.” Well, I, for one, intend to exert every 
effort and method at my command to respond to that appeal with as many con- 
crete suggestions as can be devised in the time allotted, and I am equally sure 
each member of the Committee feels likewise. 

The Committee met for its second quarterly meeting on Thursday 
and Friday of last week. These gentlemen represent a well-balanced 
cross section of our American industry. Bringing them together each 
quarter to hear their progress reports on some of the problems they 
have so energetically tackled, offers both the small and large business 
a chance to air their views with regard to each other’s management 
practices, but it also offers us a clear insight as to how this segment of 
our industry accepts our defense-proc urement programs, 

The minutes of this last meeting have not as yet been compiled ; how- 
ever, a resolution was un: animously passed that I believe represents 
the feeling of the majority of small business and which merits 
quoting at thistime. It was resolved that— 


We expect to face fair competition, operating under the same conditions, and 
we are for a competition that does not enjoy exclusive and unjustifiable privi- 
leges. Furthermore, we believe that it is the mission of the Department of 
Defense to keep our country in a state of keen preparedness, and not to try 
to maintain a balanced economy among American industry. 
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A recommendation in the last report of the Committee suggested 
that the military agencies carefully study the organization and opera- 
tion of the Atomic Energy Commission small-business program and 
the programs of the other civilian agencies. Since the ultimate re- 
sponsibility for initiating policies for small business rests with my 
office, I felt that the intent of your report was not only to assure that 
the military departments were familiar with other small-business oper- 
ations, but also that my office should have a sound understanding of 
the civilian procurement procedures as they may affect small business. 
In this way, we could determine whether it would be practical for the 
Department of Defense to request the adoption of these practices by 
the military departments. To accomplish this objective, personnel of 
the Office of the Director for Small Business Policy are currently re- 
viewing the small-business programs of the different civilian agencies 
to gain valuable information that may lead to improvements in our 
own Department of Defense small-business programs. 

We have just finished a draft of a proposal for a new part to be 
added to the Armed Services Procurement Regulation entitled “Small 
Business.” This will contain the codification of all the existing De- 
partment of Defense directives and instructions relating to small-busi- 
ness policies. At the present time, the draft is undergoing coordina- 
tion with the Small Business Administration; and I anticipate that 
em coordination will be completed very soon."* Shortly thereafter it 

ill become a part of the armed services procurement regulation. I 
might add, I was told coming out of the office this morning that this 
has been approved by ASPR® and is now in the process of being 
printed, which I think is a very forward step in getting this into the 
official documents. 

Having these procedures set forth in the armed services procure- 
ment regulation—often referred to as “the Bible of Procurement”— 
will give smal] business a central point of reference for programs to 
assist them. 

Of course, the simplification of the procuremet regulations and 
forms used throughout all of the Government agencies could also be 
a worthwhile accomplishment in assisting small business to understand 
our procedures. This problem is currently being undertaken by a 
task force composed of personnel of the General Services Administra- 
tion, the Department of Defense, and the Small Business Adminis- 
tration. As our representation on this Committee, we have assigned 
two permanent members, both of whom are keenly aware of the small- 
business problems and are leaders in their respective fields of procure- 
ment. Mr. Bannerman, who has just recently joined our staff as Di- 

rector for Procurement Policy, has been designated as one of the mem- 
bers. The other is Mr. T. A. Pilson, a senior member of our procure- 
ment staff. 

Having these gentlemen act as representatives of the Department 
of Defense in no way relieves my obligation, or Mr. McKellar’s, my 
Director for Small Business Policy, to kee p abreast of the progress of 
this Committee, and I have expressed my intent to Mr. Floete to con- 
tinue keeping a very active hand in guiding the eventual determina- 
tions which I sincerely believe will be of considerable value, not only 


7a Armed Services Procurement Regulation change 24, dated July 19, 1957, has subse- 
quently been issued and retained in committee file. 
> Armed Services Procurement Regulation. 
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to small defense businessmen, but to all other suppliers of our various 
civilian and defense procuring agencies. 

I now wish to discuss the role of the small-business man in the field 
of research and development. 

It must be recognized that it is the paramount responsibility of the 
Department of Defense to maintain the quality of our weapons supe- 
rior to any in the world and that we should fully utilize the capacity 
of American industry, large or small, to do so. 

It must also be recognized that the objectives and requirements of 
research and development procurement may, in many instances, ne- 
cessitate the limitation of competition to one or a few predetermined 
sources. In order that there may be no obstacle to the development 
of new ideas and products to improve the overall effectiveness of the 
military services, it is essential that, in the placement of research and 
development contracts, primary consideration be given to the unique 
technical qualifications of individuals and the specialized fac ilities 
of business concerns or educational institutions. The overall size of 
an organization is not, of itself, considered to be a significant factor 
in the award of research and development contracts. 

In view of the fact that research and development contracts are 
placed with the organizations that are considered best qualified be- 

‘ause of research personnel and facilities to do the work at the least 
cost to the Government, it is difficult to say conclusively that the 
amount of dollars shown as going to small-business concerns represents 
a “fair” share of prime military research and development contracts. 
As you have recognized, the procurement of research and develop- 
ment services differs in important respect from the procurement. of 
supplies. In buying these services, we are interested in securing the 
scientific capabilities of individuals, and the location of such indi- 
viduals within a large or small business unit could easily change from 
time to time. 

Many of our research contracts are based on unsolicited proposals 
by members of the scientific community who have been working on 
a specific project and have reached a point in their investigation where 
additional funds are required and where some benefit to the military 
departments becomes apparent. 

The new product and process discoveries resulting even from those 
projects which are thought in advance to be purely of military useful- 
ness turn out, as a general rule, to have valuable commercial applica- 
tion. In those cases where it can be determined in advance that. re- 
search and development contracts for the military departments may 
have commercial applications, this factor is taken into account in the 
negotiation of the fee or profit or in the determination of the price. 
Although it is true that industrial organizations benefit from military 
research and development contracts in their commercial business, it 
is also true that the Government benefits in a similar manner from 
the research and development which the industrial organizations un- 
dertake for commercial purposes with their own corporate funds. In 
many cases the Government profits from the technical know-how and 
experience gained by industrial research and development groups at 
their company’s own expense. 

However, in this age of unprecedented technical development, mod- 
ern military research and development is largely concerned with 
going beyond existing weapons. For this reason, it is a general rule 
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that the proportion of research and development work received by 
small business varies inversely with the size and complexity of a 
procurement. For example, the development of a new guided missile 
powerplant, or the development of a new ship propulsion system does 
not lend itself to small-business participation because of the require- 
ment of extensive facilities and numerous qualified technical per- 
sonnel, 

When allowance is made for the fact that these items of modern 
warfare on which the largest share of defense research dollars are 
spent are frequently the items for which no known small-business 
sources exist, the ability of small business to contribute to this im- 
portant phase of defense work appears to be sharply limited. These 
considerations narrow the gap between the normal expectation of 
the participation of small firms in this field and the reported results. 

It is indeed a regrettable necessity of recent developments of the 
technology of warfare that small business cannot share to a greater 
extent in the expenditure of large sums of public money for these 
expensive modern weapons. However, a substantial portion of the 
research and development is performed on subcontracts of prime con- 
tractors. According to a survey undertaken by the Bureau of Labor 
Statistics in 1952, approximately 25 percent of small-business research 
and development for the Government was through subcontracts. 

It should also be noted that a recent Bureau of Labor Statistics 
survey indicated that less than 10 percent of the research engineers 
and scientists in all commercial and nonprofit organizations are em- 
ployed by small-business concerns. Data gathered by the Harvard 
Business School indicates that 8 out of 10 small concerns (less than 
500 employees) have no research or development personnel or facili- 
ties and cannot be expected to make any significant contribution in 
this field. It is also a recognized fact that in many instances a small 
firm receiving military contracts expands out of the category of “small 
business” as a result of the work performed under these contracts. 
This phenomenon has been noted many times among our defense con- 
tractors. Therefore, I think it incumbent upon us to carefully con- 
sider these facts when evaluating the statistics on small-business par- 
ticipation in research and development work. 

My comments to this point may seem to give the impression that 
we are predetermining the destiny of small business in the technical 
fields without taking any affirmative steps to assure your committee 
that small business is receiving from us a fair and equitable oppor- 
tunity to compete. This is not so. All proposed procurements in- 
volving research and development work are carefully screened by the 
military small-business specialists to insure that small-business firms 
are, wherever feasible, given an equitable opportunity to compete for 
such procurements. Recommendations of technical personnel indi- 
cating the firm or firms that should be solicited on a particular re- 
search and development project are not absolute but are subject to re- 
view and modification by the contracting officer, the small-business 
specialist, and other appropriate reviewing authorities, with the ob- 
ject of determining if a small-business source exists that could per- 
form the work. 

We are acutely aware of the necessity for keeping an open door to 
all competent small research or development firms. To assure that 
our programs are appropriately directed to this end, and in accordance 
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with the recommendation of the chairman of the Senate Select Com- 
mittee on Small Business, the Assistant Secretary of Defense for Re- 
search and Engineering has designated a representative of his office 
to work with my Director for Small Business Policy. It will be our 
objective to develop steps or procedures which can be taken to render 
our research and development programs more readily available to 
small firms, particularly in such areas as facilities assistance or aid 
in overcoming technical manpower shortages. Although this pro- 
gram is relatively new, I am optimistic as to the eventual benefits it 
will produce for small firms. 

In summarizing my statement on research and development, may I 
say this: Considering the nature of the areas of modern military re- 
search, participation as prime contractors by firms employing fewer 
than 500 persons is inevitably limited. However, we are determined 
to give small business a fair chance at defense business and will spare 
no effort to accomplish this objective in the area of research and de- 
velopment as in all other areas. 

As I told you earlier, I wanted to divide this statement into two 
separate parts. I have completed my testimony with regard to those 
accomplishments which I considered pertinent to this committee. I 
would now like to report very briefly on what the immediate future 
for smal] business looks like and on our future plans. 

Your committee receives a monthly publication distributed by my 
office depicting both the total percentage in dollars that are going to 
small business and also the percentage of small-business participation 
in their potential. I know that eac h of you share with me a feeling 
of concern as to the future place of small suppliers in defense business 
based on these statistics. From this evidence, we cannot be too en- 
couraged. In fiscal year 1952, small business received 17 percent of 
the total dollars ; in 1953 it was 16.6 percent ; in 1954 it was 25.3 percent ; 
in 1955 it was 21.5 percent; in 1956 it was 19.6 percent; and our latest 
published cumulative figures, reflecting the percentage through March 
of this year, show that small business was receiving 16.9 perce ent. How- 
ever, I have recently seen a report that reflected that small business had 
increased its share for a 10-month period through April of this year 
to 17.7 percent, which is an increase of 18.1 percent on the previously 
accumulated total. 

Although small business is obviously receiving a smaller share of 
the total dollars, it may be of interest to know that, while the per- 
centage of total participation is down, the actual dollars awarded to 
small busitess has increased. For the first 10 months of this current 
fiscal year, small business has received $2,871,030,000 as compared with 
$2.486,085.000 for the first 10 months of fiscal year 1956, an increase 
of nearly $400 million. I am sure that we cannot use these statistics 
as couclusive evidence of the present role of the small-business man. 
There are many factors behind these statistics that should be brought 
out and fully explored. As an example, [ would like to explain briefly 
what is happening in the field of the small-business potential that is 
tending to depress the statistical curve in this area. 

The small-business potential, which includes actions of less than 
$10,000, also includes all other procurement except those for which no 
small-business source is known to exist: and procurements, which for 
reasons peculiar to the particular procurement. such as patent rights, 
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secret processes, large quantities, short delivery schedules, or mobiliza- 
tion base considerations, cannot be placed with small-business concerns. 

Our latest published report, covering the 9 months between July 
1956 and March 1957, showed that about 55.4 percent of the potential 
over $10,000 was awarded to small firms. 

On procurement representing 8.6 percent of the potential, small busi- 
ness had an opportunity to bid but did not submit a bid. 

On procurement representing 34.7 percent of the potential small 
business submitted bids or proposals, but lost the award to large- 
business competition because the small-business bid was not low. Ap- 
proximately 1 percent of the potential was lost to small business for 
other reasons. 

The interesting point here is that of the potential lost; 77 percent 
was lost because small business was not competitive with big business. 
The many aids that are presently employed to help small business 
and to assure them an equitable opportunity to compete can have very 
little effect on a small-business firm that, for reasons unknown to us, 
did not quote us a competitive price. To some extent, the greater em- 
phasis which we have placed on the set-aside program may assist 
small business in taking a larger share of its potential. 

To further assist small business, we are currently considering sev- 
eral proposals that are being jointly initiated by the Department of 
Defense and the Small Business Administration that could assist us 
to operate on a more efficient basis. One of these is to make set-asides 
at an inventory control point instead of at a field level activity. 

This program, together with other formulative concepts, would be 
tested at experimentation test areas, and if proved to be beneficial to 
small business without disrupting sound procurement practices, would 
then be recommended to the military departments for adoption. 

In conclusion, gentlemen, I would like to say that, from my past 
business experience, principally in the purchasing field of merchandis- 
ing, and also as Chief of Proc urement for the “Navy during World 
War II, I appreciate what small business means, not only to our 
national defense but also to the entire economic structure of the coun- 
try. However, it will take cooperation and understanding among us 
all to find the solutions to the problems that have been troubling ‘this 
committee for some time. I believe that this cooperation exists today 
between the Small Business Administration and ourselves, as well as 
between the staff of this committee and the small-business staffs of the 
Department of Defense. 

Senator Brstx. Thank you very much. 

Mr. McGuire. Senator, I have Mr. Bannerman here, who is chief 

of our procurement policy, and Mr. McKellar, who is my small-business 
adviser, and I thought it was desirable to have them here in case there 
were some specific questions you would like them to answer. 

Senator Brnre. I think it will be very helpful to the committee to 
have the advantage of the views of these two men who assist you. 

I think you have made a very fine general statement as to what De- 
fense is doing in this very difficult field. I am wondering, simply for 
the edification of the acting chairman, if you would indicate exactly 
the criteria you use in determining small business. 

Mr. McGuire. Well, we use—— 

Senator Bree. Five hundred is the breaking point. Are there 
other criteria involved ? 
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Mr. McGuire. In our procurement activities, we use the small-busi- 
ness definition, which is 500. 

Senator Brae. There are no other criteria involved in that, except 
the 500? 

Mr. McGuire. Well, that is the numerical criteria. There are 
several other criteria involved in that also. Mr. Bannerman, do you 
want to give them ? 

Mr. Bannerman. The addition to the 500 is that any company 
which has more than 500 employees and thinks of its industry as small 
business may apply to the Small Business Administration for a certifi- 
cation, in which case if the Small Business Administration finds that 
they are not dominant in the industry and—— 

Senator Biste. Right at that point, how many, for the purpose of 
the record, secured certifications where they were over 500 and were 
not dominant in the industry ? 

Mr. Bannerman. Mr. Chairman, I couldn’t give an answer in terms 
of numbers. There have been quite a few. Iam personally aware of 
quite a number that have had such certification in the petroleum busi- 
a in connection with transactions that we have had. 

I think the Small Business Administration could testify as to how 
many certifications they have issued. 

Senator Binzer. I was wondering if there was a substantial number, 
so as to take them out of that numerical figure of 500. 

Mr. Bannerman. I think the numerical figure of 500 applies in the 
vast majority. 

Senator Brste. Ninety percent, would you say ? 

Mr. BANNeRMAN. I would say at least that high. 

Senator Brats. I am advised by the staff that it is probably much 
more than 90 percent. 

You say there are other criteria besides the dominance of the indus- 
try and the numerical figure. 

Mr. McKewrar. Independently owned and operated is a criteria. 
In other words, the company must not be dominant in the field of 
operations, plus the numerical figure of 500, plus the fact they must 
be solely owned and not affiliated or divisions or operations of another 


company. 
Senator Brste. How thoroughly is that last point checked into? 
Mr. McKetiar. Very thoroughly As I understand, by and large 


the Small Business Administration is given the opportunity to define 
small business and also to designate which small business falls within 
this criteria, so when we have a question on whether or not a company 
is dominant or if it is independently owned and operated, those ques- 
tions are referred to the Small Business Administration and they make 
the determination. 

Mr. Bannerman. Mr. Chairman, the assurance that that is thor- 
oughly checked into stems from the fact that in connection with pro- 
curement involving a preference for small business, the existence of 
small business becomes an issue. We require a certification in accord- 
ance with the definition that the company is small, and in almost every 
instance if the certification were not accurate there would be protests 
raised by a competitor who felt that the preference should not be 
granted. So itisa sort of a self-policing thing. 

Senator Brie. Subject to complete examination by those putting in 
the competitive bids; is that correct ? 
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Mr. BANNERMAN. That is correct; yes, sir. 

Senator Biste. There have been a number of questions raised, 1 am 
sure, from time to time, as to the proper criteria to be used in deier- 
mining just what is small business, and I recognize that it is very 
largely a question of judgment and re: asonable men may differ on 
just what is smal] business, I assume, in general, the criteria that has 
been used has been generally satisfactory to those in the industry. 

Mr. McGutre. I think, Senator, in fairness in answering that, there 
could be some areas where they were not satisfied wi h it. 

There is a bill—I don’t remember the number on it *—of the Small 
Business Administration where this particular matter has come up. 
As you know, in the financing area they have a different criteria. 

Now looking to having the finest of eve rything, it seems to me that 
that does provoke a question as to why one criteria for financing and 
another criteria for awarding procurement should exist. That matter 
is being given considerable study. 

I just think sound men would raise that question. There are reasons 
why they have that. You must bear in mind in the small-business 
financing area that gets into a lot of things that don’t necessarily have 
to do with procurement directly.® 

Senator Biste. Would you so in to me exactly how your Director 
for Small Business operates within the Defense Department / 

Mr. McGuire. Mr. McKellar. 

Senator Binte. He is appointed by whom and how large a division 
has he; how much of a staff / 

Mr. McGutre. I would like Mr. McKellar to answer that, if you 
have no objection. I could tell you generally, but I think it would be 
better for him to explain that. He is appointed by me to start with. 

Mr. McKetiar. At the Department of Defense level, Senator, my 
job is primarily following the intent of directive 4100.10, which spells 


®* H. R. 7963 (Spence), to amend the Small Business Act of 1953, as amended, 85th Cong., 
1st sess. 

*( The following information was subsequently supplied by Mr. MeKellar:) 

OFFICE OF THE ASSISTANT SECRETSRY OF DirENS} 
Washington, D. C., June 28, 1957. 
Mr. RoBerT L. WEADOCK, 
Staff Counsel, Subcommittee on Government Procurement, 
Select Committee on Small Business, United States Senate. 

DEAR Mr. WEADOCK: It is respectfully requested that the following be inserted into the 
record of the testimony of the Department of Defense on Tuesday, June 25: 

“The Department of Defense supports for procurement purposes the definition of small 
business which has been issued by the Small Business Administration and is currently in 
effect. We would prefer not to use any definition which employs multiple size standards 
for different industries. 

“Individual companies frequently manufacture products which can be classified in sev 
eral different industries. Similarly, products which we are buying can be made by several 
different industries. As a result, the use of multiple size standards for different industries 
would result in either (i) having several different size standards applying to a single pro 
curement so that company A might receive preferential treatment over company B even 
though A is larger than B or (ii) having individual companies shifting back and forth 
between a large and a small classification depending on the product we happen to be buy- 
ing. In either case there would be confusion and a multiplicity of protests to the Small 
Business Administration. This would cause delay, and, in our opinion, would work to the 
detriment of our small business set-aside programs. Furthermore, the Department of 
Defense believes that any change in the present definition would destroy our subcontract- 
ing reporting system. As we have stated earlier, this subcontract program has been un- 
dertaken by our large prime contractors purely on a voluntary basis whereby they submit 
to us information depicting what percent of their prime receipts are subcontracted to 
small business. A change in the ground rules for determining the size of small business, 
such as to the industry size standard criteria, could possibly place such a burden on the 
prime contractors that they would feel forced to discontinue the program.” 

Sincerely yours, 
JOSEPH M. MCKELLAR, 
Director for Small Business Policy. 
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out that small business at all times is to receive equitable opportunity 
to compete. 

To implement that general philosophy, we pass on policies, we 
originate directives ourselves. 

Senator Brete. Who are “we ? 

Mr. McKetuiar. I speak of my own office, sir. 

Senator Bratz. How large a staff do you have as Director of Small 
Business within the Department of Defense ? 

Mr. McKexxar. Right now, Senator, we have undergone a reorgani- 
zation and I will now have an assistant to myself, which will make up 
our total staff, together with a secretary 

Senator Brste. A total staff of three? 

Mr. McKe tar. Yes, sir. 

Senator Breie. Defense is to be complimented. 

Mr. McGuire. I wonder if I could amplify on that ¢ 

Senator Brste. I didn’t realize there were any divisions in Govern- 
ment that only had three people. I think we are making some prog- 
ress. Go ahead, Mr. McGuire. 

Mr. McGutre. Maybe I will destroy that compliment. 

Senator Brste. You mean there are more than three ? 

Mr. McGuire. Basically, as I see it, the fundamental prokiems of 
small business are those originated by our basic procurement policies, 
and I have taken the position that I can be more effective, and Mr. 
McKellar, if instead of being loaded down with a lot of the details, 
that he become a much higher level consultant to me and be an active 
participant in a good — of the top-level decisions of the procure- 
ment area, and, therefore, 1 have sought, and I think since our general 
setup over there has taken effect, that I have had these two gentlemen 
talking with me together. In other words, this man becomes a staff 
man to carry out this man’s detail problems, rather than setting up a 
duplication of this thing. I think he would agree with me that he can 
be more effective in that manner. 

Mr. Weapock. I would like to ask this, Mr. Chairman: This opens 
up a whole Pandora’s box of questions about the personnel problems 
of the small-business specialists and assistants throughout all of the 
military services. 

Now, I recall that last year Mr. Hamlin was small-business adviser 
to Assistant Secretary Pike. It has been only recently, I believe, that 
you elevated this position to the Office of Small Business Policy. We 
on the staff at least assumed that this was an elevation of the office. 

Mr. McGutre. It is. 

Mr. Weapock. Now has this elevation been carried through to the 
other services? Last year we were talking to Secretary Pike on this 
matter of ratings, and the classification problems of the small-business 
specialists throughout all of the military services came up. We 
learned at that time that there existed some disparity, and we made 
a recent check and learned that there is still a great disparity between 
the three military services as to the ratings or the amount of money 
that is paid to the various specialists. Is anything being done in your 
office to similarly elevate the small-business advisers to the military 
services or to firm up these ratings of the various specialists through- 
out the military services? 

Mr. McGuire. Well, I have not addressed myself to the specific 
point you are raising, which T think is compensation, if you put it in 
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that measurement stick, but Joe McKellar and I have had a number 
of talks and I would like him to give you in detail what he is doing 
in that respect over there. 

Mr. McKeuuar. Mr. Weadock, as you probably understand, the 
Department started small-business specialists. They had people 
working for them who were procurement people of various sorts, and 
what we attempted to do—this is prior to my time—what we attempted 
to do is put in a standard classification through the Civil Service 
Commission which would designate a person a small-business specialist 
in certain areas. In other words, in grade levels. 

My latest understanding is that the Civil Service Commission has 
approved these grade classifications and will publish this classifica- 
tion this month, with the general standard classification for grades 
which will have inserted in it small-business specialists, and when the 
military departments attempt to hire somebody or get them in their 
field offices they will have a grade classification for them which will 
be a permanent grade. 

Mr. Weapock. I remember—I think it was April of last year—that 
the Assistant Secretary for Personnel and Manpower sent a letter on 
this to the Civil Service Commission. 

Mr. McKetnar. That is right. 

Mr. Weapock. Are they only just now getting around to that re- 
classification ? 

Mr. McKetuar. No, Mr. Weadock. That classification was ap- 
proved by the Civil Service Commission. However, it does not be- 
come public notice until the publication comes out. I can certainly 
check for you. I think the publication either comes out this month 
or the end of the fiscal year. 

Mr. Weapock. We are going to be privileged to hear from some of 
the chiefs of the technical services during this particular series of 
hearings, and undoubtedly we can ask them if they feel that they have 
sufficient numbers of adequately paid small-business specialists in their 
field procuring offices. 

Do you coordinate with the various military services on that point ? 

Mr. McKettar. Yes: very closely in my office we coordinate with 
the small-business specialists, small-business advisers to the Army, 
Navy, and Air Force. We try to have weekly meetings. Sometimes 
we have 2 in 1 week and none for 2 weeks, depending upon the work- 
load, but these issues and problems are brought up to this general 
forum and discussed and at the same time; if it takes DOD action, 
then we initiate the action. Sometimes it doesn’t necessitate DOD 
action: it is merely a review for us of what they are doing. 

Senator Bintr. Mr. Bannerman, you are the Director of Procure- 
ment Policy of the Office of the Assistant Secretary of Defense, 
charged with supply and logistics: isn’t that correct ? 

Mr. Bannerman. Yes, sir. 

Senator Bintr. As such, how many employees are under you? How 
many do you have on your staff? 

Mr. BANNERMAN. We have 26 people on our staff. 

Senator Brsir. Just so I will be clear on exactly the operational 
problem here, Mr. McKellar, you are the Director of Small Business 
Policy? 

Mr. McKerrar. That is right. 
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Senator Biste. Within the Office of the Assistant Secretary of De- 
fense, in charge of supply and logistics 4 
Mr. McKextar. Yes, sir. 


Senator Brsre. You have an assistant and a secretary, so you testi- 


fied ? 

Mr. McKetuar. Yes, sir. 

Senator Bisie. Now, how large a staff did you say you have, Mr. 
Bannerman / 

Mr. Bannerman. Mr. Chairman, we have 26 people in our office. 

Senator Brete. Now you work with Mr. McKellar in the field of 
smal] business—is that what you call it ?—on small-business problems ¢ 

Mr. Bannerman. Yes,sir. We are dealing on procurement policies 
as they affect small business every day, I w ould say, or very frequently. 
Mr. McKellar’s office is right across the hall from ‘mine. 

Mr. Weapock. Mr. Chairman, if I may 

Senator Bisie. Go right ahead. 

Mr. Werapock. Mr. Bannerman would be in charge of all procure- 
ment matters policywise, of which small business would-be'a segmerit, 
more or less. I believe that might be a proper expl: nation. We 
trust a good healthy segment, but “nevertheless it is only one of many 
problem areas that might come to his attention. 

Mr. Bannerman. In the whole field of procurement policies there 
are many issues raised that would involve small business, on many such 
issues, with Mr. McKellar. I would be working closely with him. 

Mr. McGuire. I might say this, Senator: I think I am right in 
what I am doing here. I think I am putting an emphasis on the 
importance of small business. I don’t think you necessarily measure 
this by the number of people. 

Senator Brste. I didn’t intend to imply that. 

Mr. McGuire. I just wanted to give you my thinking on it, sir, and 
I would not, for example, when we have a small-business matter come 
up, discuss that with Mr. Bannerman to its conclusion alone. I would 
want Mr. McKellar in there as my adviser on that. and I am trying 
to make Bannerman acutely conscious of the small-business aspects 
of this. 

I think he is conscious of it, but I want to be sure that we don’t 
leave any stones unturned in that respect, and I feel that one of the 
things that Mr. McKellar must do more of and that I must do more 
of is to get out in the field and talk to some of the small-business people 
and see what some of the problems are. 

There are a good many hours of the year that are spent. on the Hill 
talking with the committee staff members, who have been very help- 
ful to us too, in that respect, and it seemed to me that what I have 
here, if you wanted to put it in simple language: we have an execu- 
tive vice president charged with that responsibility, to see that some- 
thing comes out of it. He can sit there and insist and keep needling 
on the thing and not necessarily say, “Well, I have to get this job done 
on procurement if you want to put in that thing, and therefore I 
could slide over this thing.” I think it is a stronger approach than 
that, frankly. 

Senator Breer. I notice in developing your future forum program, 
that you have, very frankly, indicated that the contracts let in 1956 
are 19.6 percent of the total dollars and 1955 is 21.3 percent, and 1954 
is 25.3 percent, which, obviously, is a decline, and up to March of this 
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year it was 16.9 percent of the total dollars. How do you account for 
that decline? What has happened in the placing of contracts with 
small business or the placing of subcontracts with small business to 
bring about this decline ? 

Mr. McGuire. First of all, I think we must remember this: That 
is reported on the basis of obligations and that isn’t necessarily what 
is coming over the production “line of small-business manufacturers. 
However, that is apparently at the moment the only measurable yard- 
stick we could use that is satisfactory. I think by and large this gets 
into the mix or the contents of what these contracts are. 

We, as you are well aware, in the defense business, have a very large 
problem of a complicated type of weapon—the missile, and so forth. 

Senator Bratz. I think you cover that on an earlier page. 

Mr. McGuire. I am not satisfied with this, and, very candidly, I 
am not sure I know the answer to it. As I tried to point out in my 
conclusion, the only thing we can do is to search for this thing, and 
certainly if anyone has any suggestions that would be helpful, I would 
be glad to receive them. 

Senator Breie. Mr. Secretary, taking the last complete year, which 
was fiscal year 1956, and the 19.6 percent of contracts going to small 
business of the total dollars, that represents how many small-business 
concerns ? 

Mr. McGutre. Now, I will have to— 

Senator Brae. I mean approximately. 

Mr. McGuire. Mr. Whiting is here, who is our statistician. 

May I have the exact number on that ? 

Mr. Wuitrna. I can get that information if vou like, Senator. 

Senator Bisix. The point of the question was to attempt to deter- 
mine, numerically, how many small businesses were receiving contracts 
in the last 3 or 4 years. I assume that since it goes down percentage- 
wise, probably it goes down numerically, but I don’t know that that 
is true. 

Mr. McGutre. Iam not sure that is necessarily true, but I think your 
point is well taken and you should be answered. I will see that that 
information is gotten so you can put it in the record. 

Mr. BANNeRMAN. That would be a very difficult figure to acquire, 
because the high percentage of our awards, in terms of numbers of 
awards, to small business are local purchases of under $10,000 that are 
not. reflected in detail in our statistics. We keep individual contract 
statistics, and have for years, and reported to this committee for years 
on the basis of individual actions of $10,000 or more.. 

Senator Brace. T limit my question to that. 

Mr. Bannerman. Well, if you limit your question to that, we can, 
asthe Secretary says, give you the figures. 

Senator Birie. Over $10,000. The only thing I am trying to deter- 
mine in my own mind is whether it is 5,000 small businesses. receiving 
contracts over $10,000 or whether there is a smaller number in 1954 
and asmaller numerical number for 1955 and 1956. 

Mr. Bannerman. Rather than try to conjecture as to what that 


would be, I think we better give it to you for each of those years on 
contracts over $10,000. 


' Senator Braue. Over $10,000. 
Mr. Bannerman. I think it may well be—it would be my judgment, 
in knowing something about these figures—that the total numbers of 
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small businesses who received awards from us would be larger in the 
category under $10,000 than in the category over $10,000, because we do 
business with an innumerable number of local suppliers on a purchase 
basis, local purchases by camps, stations, and things of that sort. 
Those numbers would be very large, but not too large in dollar volume. 

Mr. McGuire. Senator, maybe this will be helpful to you: One 
of the things that perplexes me is why we have this potential figure 
that includes awards under $10,000 in the potential, but the amount 
awarded does not include that area. As to how, in order to get before 
the committee the proper relationship, we could develop that figure, 
and I have had some suggestions with our people and I think probably 
it is a worthwhile approach that we run some test awards on this 
thing—I don’t think we would want to go on forever counting $10,000 
contracts, but by the very size of it, it is obvious that that contract has 
a capability, certainly, of being a small-business award and we are 
giving it to them, but we are not getting the credit for it, nor is the 
committee getting the proper information in that respect. 

Senator Brete. I think you had a question, Mr. Amis, that you 
wanted to ask the Secretary at that point. 

Mr. Amis. Mr. Secretary, I think the subcontracting program is a 
good one, and I am sure the committee also thinks so, but I hope that 
the Department of Defense won’t use this subcontracting program 
to justify the decrease in percentage of prime contracts to small- 
business concerns. The Department of Defense has control over the 
prime contract, but no control over the subcontract. I just wanted to 
make that comment. 

Mr. McGume. I do not think that is the intention of it, by any man- 
ner or means. 

Mr. Amis. Mr. McGuire, you ask for a suggestion as to how you 
might increase small-business participation. Do you not think it 
would be helpful if you could start a program to increase the small- 
business potential? In other words, find new sources for the purchases 
made ? 

I have found in a recent survey that there are many items now classi- 
fied as “not in the small-business potential” which are in fact in that 
category. Several cases have been brought to your attention. 

I think increasing the small-business potential would be very help- 
ful to small-business participation—finding new suppliers and furnish- 
ing them with adequate engineering drawings and blueprints—not 
performance specifications, but actual shop-production drawings, de- 
tailed drawings, so that they can look at them and determine whether 
or not they are qualified and equipped to furnish the item, rather than 
having petormanee specifications or the end product which would 
have to be back-engineered. Back-engineering would, of course, take 
time and money and be a waste of engineering talent. 

When development contracts are completed the potential supplier is 
supposed to have copies of drawings of the items required, but it has 
been my experience that such drawings are never available. 

I recently asked for 15 or 20 sets of drawings but was not able to 
obtain even 1. The services apparently are just not able to supply 
them. 

I recall an instance during our last procurement hearings held on 
March 12, 1957, the G-1 power-supply unit developed for the Air 
Force. Here we had a small concern that wished to qualify as a 
producer to make the G—1 power-supply unit—they needed the draw- 
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ings but they were simply not available. The Air Force was supposed 
to have had some kind of drawi ings on the item back in 1951, but appar- 
ently they were not any longer obtainable. 

I think that if drawings could be made readily accessible to poten- 
tion bidders it would go a long way toward helping to increase small- 
business participation in Air Force procurement. 

Mr. McGuire. I would like to talk to you further along that line 
and develop your suggestion. I think that is certainly an area I am 
familiar with from past procurement experience. That is a trouble- 
some area—lI can’t deny that. 

Mr. Amis. That would also change your picture with regard to 
advertising versus negotiation. If you had drawings you would not 
necessarily need to negotiate. The potential bidder could look at 
the drawings and determine whether or not he is qualified to supply 
the item. However, lacking drawings and specific knowledge of what 
is actually required, the supplie rs are at great disadvantage in endeav- 
oring to bid. 

Senator Brste. Do you have any percentage figure, Mr. Secretary, 
on the number of small eunitainee that receive contracts by acdvertis- 
ing versus negotiations? How many small businesses receive con- 
tracts by advertising; how many receive contracts by negotiation ? 

Mr. McGuire. Yes; we have them here, I think. I think we men- 
tioned it in the report here. We have that, Mr. Senator, in the num- 
bers of actions and the valuations, but not in the company. The study 
was not made on a company basis. 

Senator Brste. What was that percentage again ! 

Mr. McGuire. I think I had it here, if I c: ‘an just refer back to it. 

Senator Brsie. You seem to discuss it on page 6. 

Mr. McGurre. I think that was in the summary. Mr. Whiting has 
the entire report here, Senator, and I think he can give you the exact 
figures and you might want to have this report put in the record. 

Senator Breie. I think it might be helpful. Would you identify 
yourself for the record ¢ 

Mr. Wuittne. My name is R. B. Whiting. I am assistant staff 
director of the mobilization planning and statistics. 

In the first 9 months of this fiscal year, out of $14,592 million total 
contract awards, $2,097 million were advertised and $1,395 million 
were negotiated. 

In other words, approximately 15 percent of the total dollar value 
was awarded by formal advertising of bids. 

Senator Brstx. Then as regards awards to small business, how many 
were advertised ¢ 

Mr. Wuirine. Small-business firms, out of a total of $2,460 million, 
$1,255 million were advertised and $1,206 million were negotiated. 

Senator Brie. That sounds about 50-50. 

Mr. Wurirrne. In other words, half the small business total is nego- 
tiated. 

Mr. Bannerman. Mr. Chairman, as the Secretary stated in his 
statement, the percentage of small-business potential that is going to 
small business from the negotiated procurement, as distinguished from 
the advertised procurement, is about the same. There is no significant 
difference. 

Senator Bisie. Specifically, what do you mean by small-business 
potential ¢ 
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Mr. BannerMAN. Small-business potential includes, first, all pro- 
curement under $10,000, and, second, all procurement over $10,000, 
for which there is any known small-business source, unless there is 
some specific reason why the particular procurement cannot be bought 
from the small business at all. 

This is a decision made by the small-business specialist as to pro- 
curement. 

Senator Bisir. How is potential related to actuality ? 

Mr. Bannerman. Mr. Chairman, we were very anxious to get sta- 
tistics that were meaningful over the years, and [ think we all recog- 
nize that there is a very high percentage of dollars in military pro- 
curement that couldn’t possibly be awarded to small business. What 
we are trying to do is eliminate those dollars in the statistics and 
consider what is happening to the balance. 

Mr. McKetxar. I think today the small-business potential repre- 
sents 29.7 percent of the total procurement dollars. Approximately a 
third of procurement dollars is in the small-business potential. 

Is that correct, Ben? 

Mr. Wuittne. Yes; that is right—29.7. 

Senator Brite. Do I understand, of the potential, 29.7 percent, that 
eventually only 19.6 percent actually was awarded to smal] business ? 

Mr. BannerMAN. That is correct; in the last fiscal year. 

Senator Brste. Just using the fiscal 1956 figures ? 

Mr. Bannerman. That is correct; and the reason why they did not 
receive awards of certain proportions which are in their potential are 
covered in Mr. McGuire’s statement which he read. 

Mr. McGutre. Some of that is where they are not competitive ; 
some of that is where they don’t submit a bid for some unknown 
reason, which is perfectly understandable. 

Senator Brete. I think I understand your point. 

Go ahead, Mr. McKellar. 

Mr. McKetxar. I just want to clarify this present point of potential 
that small business receives. They receive approximately 50 percent 
of potential—not 19 percent. They receive 19 percent of the total 
procurement. 

Senator Briere. I understand. I understood Mr. Whiting to say 
the potential was 29.7 of the total. 

Mr. McKetxar. Yes, sir. 

Mr. Weapock. To develop this potential] situation a little further, 
Mr. Secretary, on the upper part of page 13 of your statement, you 
indicate, I think, that the last fiscal year, or, rather, through March 
of 1957, it was 55.4 percent. This, too, constituted a decline over the 
last 4 years; does it not? You did report the percentage decline of 
the total contents starting with the year 1952, but here you only men- 
tion the period July 1956 to March 1957, which indicated that small 
business got only a 55.4 percent of the potential, but this is also—I 
mean we must face up to the fact that the potential is also declining 
year by year. 

Now in this potential area, your people have very wisely, I think, 
and very expertly, enumerated the reasons why, within the potential, 
small business did not figure in the contracts. You have indicated 
earlier that you are receptive to any ideas as to how we can bolster 
this picture. As you look at the charts *° that you have furnished the 
committee and other agencies, which enumerates these reasons in a 





” Retained in committee files. 
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bar graph, one of the largest factors involved there is that small busi- 
ness did not get the bid because its bid was too high. 

Last year, Mr. Fogler and Captain Curtin were both very sym- 
pathetic to some suggestions that we “beef up” the set-aside program. 
Now I know you are a Navy man, and I believe Mr. Bannerman is, 
and I suspect that Mr. McKellar is, too, so I am sure that the views of 
Secretary Fogler will carry a great deal of weight with you gentlemen. 

Now the members of the committee are of the firm opinion that a 
lot can be done with this set-aside program. You give us the figures 
here in your very comprehensive and helpful presentation that ‘indi- 
cate, I think, that we are down to about 2 or m: iybe up to 3 percent 
of total dollars being covered by the set- -aside program. Now what 

can be done in this coming year to “beef” this thing up? 

Mr. McGuire. Well, I think that the suggestion that the experi- 
ment we are trying to make of making this set-aside determination 
closer down to the initial procurement level will be helpful on that. 
I really think that will help us. 

Now I can’t positively state that, but it seems to me it has some 
indication along that line. 

I think, further, that any of us would agree that anything we are 
doing is not necessarily perfect. 

Mr. Weapock. Sir, this is not an indictment of the set-aside pro- 
gram. We all have to realize, however, that it doesn’t do very much 
to the overall procurement-award picture. Nevertheless, for educa- 
tional purposes, to keep an awareness of small business within our 
procurement divisions at all times it is undoubtedly extremely helpful 
and constructive. 

Mr. McGuire. I think the decision we came to where we work with 
you on this matter of the set-aside on a weighted average is going to 
help some. 

Mr. Weapock. Yes: I think so, too. 

Mr. McGutre. And I say this, that from a personal standpoint, Mr. 
Weadock, that I think that seca our decision had another indirect 
area that may be helpful, and this is one of attitude on this thing. 

Now I can’t measure that, but I would suspect that in the field ‘that 
decision has had some help in guiding the people making those set- 
asides. It would give me more courage in facing up to this problem 
very realistically. 

Mr. Weapock. We are hopeful that through the somewhat more 
intensive schedule of hearings that we have today, where we will 
have an opportunity to speak to the military heads, that perhaps in 
this attitude area something fruitful might develop. 

Mr. McGutre. We are dealing with human beings. 

Mr. Weapock. Surely. 

Mr. McKetiar. May I check one thing with Secretary McGuire? 

Mr. Bannerman. While the Secretary is considering that, I would 
like to mention, also, for the record that it is very clear that the num- 
ber of and ratio of set-asides is increasing rather rapidly, as pointed 
out in Mr. MeGuire’s statement. 

Mr. Weapock. But the point is this, Mr. Bannerman, you can take 
this little bar graph, which is very helpful to us, and you can probably 
cut this one sizable percentage right in half, maybe by 50 percent of 
all set-asides of all of those contracts that small business did not get 
because they didn’t bid low enough. I think the chart should be in- 
cluded in the record at this point. 

94187—57——3 








—_ 
ei 
< 
oc 
o 
© 
c 
Ay 
H 
a 
ty 
a 
WwW 
eG 
~ 
oO 
© 
jew} 
uo 
Mm 
ND 
{z) 
Z 
mM 
~ 
isa) 
a 
4 
S 
a 
mM 





[ oo 








@ TIadvil *“Zounos 


“SUOS¥Sl IeyO IO} sTQr¥eooe you ZO ‘,OE-] UOREMSey yromemo01g _ 
SeojAreg pemzy ‘,20j;0"TWUOD eapjoedsolg siqsuodsey,, © 7OU 1eppig sseutsng [emg /q 


“sy auernber yeurerns01d sey 30 suopwoTsJOeds qyym Aydu0o you pid fr 


/g SNOSVZU UFHLO YOd 4900 THN ese » 
GalLosrau did ‘a's 


® ZAISNOdSau LON ald “a's 


9’9t MO'l LON aid ‘a's 





ein aid LON aia ‘as’ 


%.'19 “a's OL GAGUVMY j 


Satalisinshiceiicidiemtiiaeaiaselasattinelimest @ SNOSVEU UAHLO YOs 





8 09 0» 02 0 oor 08 09 OP 02 0 pio aaLoarsa aid ‘a's 
TWIN310d 40 1W30U3d TWIUNAL0d 40 1W30¥3d 
VSdW 39u04 NIV 


"0 /* ZAISNOdSZU LON: 
did SSANISN ‘T1VAS 


L've MO1 LON aid 
/q SNOSVTY UFHLO UOd SSANISNE ‘T1VAS 
aaLoarau did ‘a's 






10 
/® AAISNOdS3Y LON GIA ‘a's 
o’ss MOT LON did ‘a's 


Lj} 0S dia LON ald ‘a's 


001 08 09 ov 02 0 
WUW3L0d 30 1W30U3d WILNI10d 40 1N30U3d 
AAVN AWUY 


LS6l HOWVA ~ 9961 ATAL “s180g ONjOA JON 


JYOW YO O0OO'OI$ JO SGYVMV LNIWIINIONd AYVILITIW IVILNI1Od 


NIVIGO O1 39NTIV4 SSINISNG TIVWS 4Od SNOSVIY 
[T iiaIHxq 


(: SMOT[OF 0} porAEZoI 4.1BYO OF ) 





SMALL BUSINESS PROCUREMENT PROGRAM 25 


Now you are not going to lose any money, the Department of De- 
fense isn’t going to lose any money since, if they are single awards, 
small business has to match the unreserved price, so you are going to 
get the product at the same cost. Of course, the Secretary has in his 
proposal the unilateral set-aside program, which will be most helpful. 

We realize that SBA has some limitations on the personnel they 
can hire and allocate to this program, but there are some services that 
have a very strong and very healthy and very helpful unilateral set- 
aside program, and, of course, this is something that could be deter- 
mined and sparked right out of Secretary McGuire's office, through 
you gentlemen. 

Mr. McGuire. I would like to, in part, answer what I think you are 
pointing up to. To me, any of these things have an element, shall I 
say, of leadership or attitude. We discussed that. 

I would like to read a memorandum that I sent to the various 
Assistant Secretaries of the various services on this matter. I tried 
to project myself into the field of the contracting officer and his prob- 
lems, and I certainly am sympathetic to all of the problems that he 
has, particularly those of the retrospective analysis of his judgment. 

Mr. WeaApock. Yes, sir. 

Mr. McGuire. I discussed this with the Assistant Secretaries and 
they were in hearty agreement, and I will read it, if you will allow me. 

This is dated May 14, 1957. 

It is anticipated that during the current session of Congress the Department 
of Defense will be called upon by the Senate and House Select Commitees on 
Small Business to report on actions which have been taken to improve the De- 
partment of Defense small-business programs as well as report on future plans 


directed to increase small-business participation in Department of Defene pro- 
curements. 


During the recent months it has become quite obvious that the trend of small- 
business participation will be less for the current fiscal year than the percentage 
awarded to small business during any of the past 3 fiscal years. One of the 
major reasons for this decreasing amount going to small business is that they 
are not being competitive in areas where they normally should be able to com- 
pete with large business, such as in the small-business potential. 

I feel that one way to correct this depressing curve of contract awards going 
to small business would be to place greater emphasis on the Small Business 
Administration-Department of Defense joint set-aside program and also in our 
unilateral set-aside program. Tremendous strides have been made in this coop- 
erative program with the Small Business Administration, but I think there is 
room to encourage a wider application of this program. It is possible that our 
contracting officers may be agreeing to small-business set-asides only when the 
individual transactions will leave them with proof that no premium price was 
paid. Such a practice not only restricts the number of set-asides, but adds to 
the decreasing trend of total awards and dollars going to small business. In my 
judgment, we must expand the usage of set-aside procedures to cover all cases 
where experience shows us that we can get a fair and reasonable price from 
small-business sources. Accordingly, I am recommending that you, individually, 
bring to the attention of your contracting officers this philosophy aimed at increas- 
ing the application of the set-aside program wherever possible. 

Mr. Weapock. Well, you scooped us on that. 

Mr. McGuire. Well, maybe you wrote this. 

Mr. Weapock. Thank you. 

Senator Breie. I want to thank you very much, Mr. Secretary. 

I wonder if you have for the record and for the acting chairman the 
geographical distribution that is made of the defense contracts. 

Mr. McGuire. I don’t have that here. I think we can give :t to you 
by States. 








26 SMALL BUSINESS PROCUREMENT PROGRAM 





Senator Biste. Both the big-business contracts and the small-busi- 
ness contracts. 

Mr. Wuirine. No, sir; we have only the total. 

Senator Brete. You just have the total? You have no breakdown 
as to how many small-business contracts go to which States, for 
example ? 

Mr. Wurrtnc. No, sir. We have not done that on a State basis. 
It would be pretty elaborate. 

Mr. Weanock. In the set-aside programs, SBA would probably 
have statistics or breakdowns. We can certainly obtain that, Mr. 
Chairman. 

Senator Brreie. I think that would be helpful for the record. 

One further question, and this is directed to you, Mr. Whiting: You 
indicated that there was a 29.7 percent small-business potential, if I 
understood you correctly, of the total dollars. 

Mr. Warrrnea. That is right. 

Senator Brere. Did I understand that correc tly? 

Mr. Wuirttna. Yes, sir. 

Senator Brie. How do you determine the small-business potential ? 
How do you go about determining it? Who does it? How do they 
do it, and when do they do it? 

Mr. Wuirrne. It is done, essentially, in procurement offices in the 
field. Of course, in the first place in these statistics we arbitrarily 
assume any procurement of less than $10,000 is in the potential. For 
actions over $10,000, any procurement for which there is a known 
small-business source and which does not involve some of these prob- 
lems peculiar to the individual procurement—for example, the easier 
way to define it would be in terms of what isn’t in the potential. If 
you don’t know a small-business source, or if it is a proprietary item 
or standardized item, you can get only from the original supplier, or 
if the delivery requirement is such that a small firm couldn't deliver 
the material in the time required, or if it is a contract that you are 
placing with a firm that is part of your mobilization plan, in order 
to keep that firm as an active part of the mobilization base, or if it is 
some sort of an emergency procurement, then you are not in position 
to offer it to smal] business. 

The reason, in 90 percent of the cases, is that there isn’t any known 
small-business source. All of these other reasons account for only 
10 percent of the procurement that is not in the potential. 

Senator Bree. You affirmatively go out and try to find the small- 
business potential, or do you wait for them to come to you? 

Mr. Wurtrna. I think that Mr. McKellar should answer that. 

Senator Briere. It is directed to any of you. Mr. McKellar? 

Mr. McKetiar. Mr. Chairman, we affirmatively go out jointly with 
the Small Business Administration and small-business specialists. 

Senator Bratz. What do you do? 

Mr. McKetiar. Well, if we are buying a certain product we look 
under the manufacturer’s code list of who makes that type of a prod- 
uct and to determine the size of the company and the location of the 
company and many other factors. The Small Business Administra 
tion specialists in that field will contact a small manufacturer, a group 
of small manufacturers who they believe are competent to make the 
item, and actually go out and solicit from them to submit the proposals 


to us. 
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Senator Biste. Now, Mr. McKellar, who does that ? 

Mr. McKetiar. Small Business Administration. 

Senator Brsiz. Small Business Administration ? 

Mr. McKetuar. Yes, sir. 

Senator Brete. You don’t? 

Mr. McKettar. We are actively engaged in going out in the field, 
but not as widely as they do. That is one of the reasons we have 
small-business specialists or small-business personnel at our locations. 
We are limited sometimes by the manpower, and that job is in part 
delegated to the SBA. When they bring in these sources 

Senator Brste. Right at that point, Mr. McKellar, if you know: If 
you are a small-business specialist and you are going out in the field 
to find the small-business firm that may be able to furnish certain 
material or make a firm bid from a smal]-business standpoint, do you 
have all the specifications of the thing that you are looking for? How 
does the small-business specialist specifically operate in the field? 

What does he do when he goes out ? 

Mr. McKetrar. I think I can divide that up in probably two an- 
swers, Mr. Chairman. One is on negotiated. Say in negotiated type 
of procurement we are buying a specialized item and we are buying it 
now from maybe one source. We have knowledge that there are 
other sources to make that item, the large and small. Now our own 
small-business specialists which have offices in the different procuring 
levels are more or less a champion of small-business people coming in, 
and they will inform them of different products we are buying at this 
time. 

In the field of negotiations, they will allow them to look over the 
specifications or drawings, if they are available for them to see at that 
time, and in turn we review their facilities. We have a precontract 
award facility inspection to determine fully if they are prepared o1 
if they can make the product we ask for, and if we determine 
that in the affirmative, they are put on the bidders’ list. If it is 
negotiated procurement, they are brought in with the other people to 
bid on this particular procurement. 

If it is strictly an advertised type of procurement it is done on a 
much broader basis, and that is where the Small Business Administra- 
tion has been so helpful tous. 1 think the statistics will show—I don’t 
know whether Mr. Whiting has them or not now—that we have ex- 
panded our small-business potential base by manyfold in the past few 
years. 

Senator Bister. How have you done that? By the advertising 
technique ? 

Mr. McKetuar. By finding people. For instance, we have one 
source to produce a product for us and through surveillance we will 
find another source, a small-business source, to make the same product, 
whether or not he gets the contract to produce that product. He then 
becomes within the small-business potential, or that product is within 
the small-business potential, and that is one reason why I think the 
statistics work conversely against us, because, as we broaden the base, 
sometimes participation of these new firms isn’t as great as the in- 
crease in the base. 

Senator Brete. I am just wondering how successful you are or how 
successful your program or the small-business program is in alerting 
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the general small-business man that he is making a product that you 
might be interested in having his bid on. 

Mr. McGuire. I would say this, Senator: I think the point that 
you are making here is a good one, but I think specifically in the 
details of how that operates in the field, the services can give you a 
better comprehensive picture on that, not that Mr. McKellar isn’t 
aware of it, but after all they are the people doing it. 

Senator Brnte. I may not be directing the ‘questions to the right 
people. My question boils down to a very simple old problem, and 
that is that I have had some experience, rather frustrating experience, 
with the Small Business Administration. They will come into a large 
city in my State—the regional director will send the man in—he will 
go up and stay in the hotel and put a little piece in the paper that he 
will be there between 2 and 4 if anybody wants to see him. Then he 
takes a plane back. If that is the way the Small Business Administra- 
tion operates in the procurement field, it is no wonder that we don’t 
get more contracts for small business. 

That is not directed to you. I suppose that is a question more 
properly directed to the Small Business Administration, but the point 
of my question is to try to find out how you, specifically, operate out 
in the field. All those fancy directives are fine, but how do you put 
them to work. 

Mr. McKetxar. Mr. Chairman, as the Secretary says, the later 
testimony coming up from different military departments, T think, 
will show you very clearly how efficient this operation is working in 
the field. I think, instead of my going into it in detail, I would 
rather have them do it. 

Senator Bratz. I would be very happy to defer it. 

Mr. Weapocx. How about a task force on this sole-source problem ? 
Any possibility of that, of having it really attacked at the purchasing 
and contracting level with a recurring and constant survey of single- 
source items? 

IT think, if I am not mistaken, the Air Force made a reply to our 
inquiry concerning a QPL item, and some of the data they sukmitted 
indicated that they were constantly and currently reviewing their 
QPL items in an effort to break out certain items for a less stringent 
and more open type of procurement. 

Mr. BannerMan. Mr. Weadock, as a matter of general procurement 
policy, I am sure you will find when you have your discussions with 
the military departments that every one of them, quite apart from the 
small-business program, is seeking for good and sufficient business 
reason to get additional competition in any procurement of an item 
where they do not have adequate competition now. 

I think we must recognize this is a never-ending thing and will 
always be. You must also realize we buy a certain number of com- 
mercial items, and for those items we frequently buy a rather large 
number of spare parts to back them up. In general, those spare parts, 
with some exception, will be bought from the source where it is made 
commercially, the people that made the commercially available item. 

I find we are bringing those into the system at quite a large rate. 
T think it is not that “kind of thing that you are really attacking, but 
where you have a complete equipment which is available from more 
than one source, and we have only one source for it. That is where 
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the effort should be directed, and I am sure it is the same kind of 
effort the military departments will describe to you. 

Senator Bisie. Mr. Secretary, I note you comment with favor on a 
statement made by Mr. Burkhart, president of Genisco, Inc., of Los 
Angeles, a small company. Among other things, he says, “We have 
tried every way we know how to help small business get their share.” 
Now do you have any indication what that share is? Is there any 
testimony of what is the correct share for small business versus big 
business ? 

Mr. McGuire. I think that is probably going to be a controversial 
number for a long time, Senator. 

Senator Brsue. I suppose if it was 90 percent they would be happy; 
is that correct? If big business had it vice versa, they would be 


happy 

Ver McGuire. Certainly there is no question of the intent of Con- 
gress and the intent of the Administration, and I feel I can express my 
own feeling that we ought to do everything we can for small business. 
Anyone who would say this is not a valuable asset for us to protect 
for very selfish reasons would be out of order. I am sure that 1s your 
feeling. 

Senator Brete. I recognize your feeling and I think we share it. 

Mr. McGuire. As to what that number will be, I don’t know that 
anyone can ever arrive at a mathematical number. 

Senator Briere. I don’t know whether we can, either. I know in 
1954 it was 23.3 percent; in 1955, 21.5 percent; and I believe we have 
a resolution before the Congress now indicating that one-fourth, at 
least one-fourth, should be awarded to small business." I don’t know 
whether you have any comment on that or not. 

Mr. McGutrr. Personally, I would hope that that would not become 
law, because I think there are many problems involved in this thing, 
and when one has an arbitrary target such as that to seek, they can do 
harm to small business as well as some good. I just don’t think that is 
the right solution to this thing. 

Senator Bisier. I appreciate your comments. 

Mr. BannerMan. The percentage is an almost impossible way to 
come at it because the problem depends to a very large extent on what 
your mix of types of procurement may be in a particular } year. 

If you have a higher than normal percentage of very, very compli- 
cated equipment to ) buy, it follows, I should think, that your percent- 
age that would be available for small business might be lower, and that 
is not identical year by year. 

Senator Brete. Mr. Secretary, I appreciate the very thorough and 
workmanshiplike job that you have done in this presentation. I would 

ask you again if you have any further specific recommendations or 
suggestions to make, other than you have made in your prepared state- 
ment and in your answer to the questions that we developed after your 
prepared statement as to how we could be of assistance in enabling 
small business to secure more a contracts. 

Mr. McGuire. Well, Senator, I don’t mean this to be the entire 
answer to your question, but I am very happy to find out that we have 
a good working relationship with your staff over here. I think that is 

very important. 


1S, Res. 138, 85th Cong., 1st sess. 
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Senator Bretz. I agree. 

Mr. McGuire. We have some very specific missions to carry out, 
such as the defense of the country, and we found your people to be 
understanding. 

I, for one, have only been on this job a relatively short space of time 
and feel that I have a lot to learn about this, and I can benefit by talk- 
ing with your staff as the occasion presents itself and working closely 
with Mr. McKellar and Mr. Bannerman on it. I can’t really give you 
anything more specific than that, in all candor. 

enator Bratz. I appreciate that. Thank you. 

Mr. Amis. I would like to clear up one thing. You asked how they 
determine whether a small business could participate in a procure- 
ment. Recently in reviewing several hundred thousand procurement 
actions made during this fiscal year, I noticed that those reviewed 
by small-business specialists and small-business representatives bore 
the notation: 


No drawings or specifications available to develop additional sources. 


Apparently that was the only action taken. They did not have draw- 
ings; they did not know any of the details regarding the items to be 
purchased. Consequently, they were unable to determine whether or 
not a small-business source was available. 

Senator Bratz. I would welcome any comments on that observation. 

Mr. BANNERMAN. I would like to make this comment, that it is 
very difficult to answer a problem of that kind without looking at the 
individual item involved to see what is concerned, but I do know that 
quite a large number of these items we are talking about fall under the 
general heading of spares or spare parts for commercial types of 
items and equipment. 

Mr. Amis. Military items; not commercial items. 

Mr. BANNERMAN. Are you sure, Mr. Amis? 

Mr. Amis. Yes, sir; I checked that. 

Mr. Bannerman. If it is frequently a military item, I think there 
comes a time in the development of 2 military item when there is no 
question we should be getting drawings to make them available to 
others, if we are going to have a continuing procurement program. 
There will also come a time even, perhaps, in the early ee 
or early production stages when those drawing may not vailable. 
I agree we should make every effort to get the dr: awings available at 
the earliest possible moment so the item can become subject to com- 
petitive procurement as early as possible. I think we have a great 
deal to learn in this field and I think there is room for improvement. 

Mr. Amis. A tank is a military item. The spare parts for a tank 
could be bought from other companies besides the company that made 
the tank. 

Mr. BANNERMAN. Well, they might or might not. 

Mr. Amis. If you had a Federal number on parts, rather than a 
manufacturer’s number, then you could obtain the specifications and 
advertise for the spare parts under the Federal number. 

Mr. BanneRMAN. There are many considerations involved in the 
buying of spare parts that cannot be evaluated just by simple questions 
of do we or do we not have drawings. I think there would be many 
cases where it would be highly dangerous from any standpoint for us 
to buy spare parts from other than the original manufacturer. 
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Mr. Amis. kapmennintedints 

Senator Biste. Mr. Secretary. 

Mr. McGutre. I would like to say this problem of availability of 
drawings and specifications is not a new one in military procurement 
circles, as you are well aware, and one of the things that comes about is 
the constant change that seems to be going on in this thing and I think 
it is all right for the people in our office to put some emphasis on in 
this coming year and see what we can do, not that it hasn’t been 
addressed before and not that I think I can solve the whole problem, 
but I think it is certainly an area to emphasize that this is one of the 
potential areas of getting more for small business. 

Senator Braise. I appreciate your comments. Do we have any fur- 
ther questions ? : 

Mr. Weapock. Yes, Mr. Chairman, I wanted to say that the Secre- 
tary scooped us again on another item here. We were getting a little 
concerned as to why all of the DOD directives and instructions had 
never been incorporated into the armed services procurement regula- 
tions. We are very happy to learn that so much progress has been 
made, and I understand you expect that SBA clearance will be forth- 
coming soon / 

Mr. McKetriar. May I comment on that ? 

SBA clearance has been received and it is being published right now. 
[am sorry I didn’t inform you. 

Mr. McGuire. It is amazing the speed with which the Government 
acts sometimes. 

Mr. Weapock. The other thing I was a little curious about was the 
matter of your Department of Defense Small Business Advisory Com- 
mittee. We are very pleased to see it has a somewhat different my 
centage construction between large and small business than T think 
it had when it kicked off. However, what was the purpose behind and 
what is the intent of, this particular resolution? I fail to see, really, 
what the _ pose is. 

Mr. McGuire. As you know, this is simply an advisory committee, 
and the minutes of this meeting have not been completed as yet nor 
submitted to me for consideration, I think this, that the Committee 
has taken on quite a bit, and T discussed with Mr. McKellar the pos- 
sibility that we might have to try to limit them to their areas that they 
are going to consider immediately. 

I think this is their first meeting since they got together on an 
organizational basis. I would not expect them on this first meeting 
to come up with very much that was concrete, except to identify some 
of the various problems we are identifying. They got together this 
resolution which one might say sets forth, from their point of view, 
the basic responsibilities of the Department of Defense. 

Mr. Weapock. My own personal judgment is that it is somewhat 
self-contradicting in that you have manifested the mission of the 
Department of Defense to be one of keeping our country in the state 
of keen preparedness, yet you sort of close the door on the wide and 
balanced mobilization base. 

Now is this a forerunner of the 30-day war principle or something 
of that nature? 

Mr. McGuire. I don’t think so. TI don’t think that the Committee 
would be in a position to have any. This was done independently 
and without any guidance from us, as this thing should be done if 
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they are worth while for consideration. I don’t think it has any hidden 
meaning. 

Mr. Weapock. In your judgment, would it not be perhaps one of 
the ancillary missions of the Department of Defense to be interested 
in a balanced economy in our country? 

Mr. McGuire. I should agree with you, certainly. 

Mr. Weapock. They state rather exclusionarily here that that is 
the primary mission, and anything else is just a lot of— 

Mr. McGuire. When you ask someone to do son thing ‘for you and 
you want to get what they set forth, you have to accept it initially as 
they write it. I would not have written it that way myself, because 
I think it is highly i improper from the point of view of the Departme nt 
of Defense that that is a mission of ours. You will get certain posi- 
tions where the basic mission is the defense of the country. 

Mr. Weapock. This was in your statement and we wanted to make 
sure of your own thinking on the matter. 

Mr. McGuire. I only put it in my statement just to show you what 
they said, not to endorse it, necessarily. It hasn’t been put to me on 
that basis as yet, and certainly no one can deny that the Department of 
Defense, from a budget request point of view, had better have a bal- 
anced economy. 

Mr. Weapvocx. I agree, sir. I have no further questions. 

Senator Bieter. Thank you very much, Mr. Secretary, and Mr. Mc- 
Kellar and Mr. Bannerman, and also Mr. Whiting. I am happy to 
have had you with us. 

Mr. McGuire. Senator, could I ask one other thing? I would lke 
to leave an observer here from my office for all of the other hearings, 
so we will be current with this. 

Senator Brste. I think that would bea very wise thing to do. 

Mr. McGutre. He is from Mr. Bannerman’s section and is interested 
in the small-business area 

Senator Brste. We would be happy to have him remain as an ob- 
server. 

Our next witness is Assistant Secretary of the Army, Mr. Higgins. 
If you care to bring others with you here to the table, sir, you may 
do so. 

Mr. Higerns. Yes; I would like to have my small-business adviser 
here, Mr. Chairman. 


STATEMENT OF HON. FRANK H. HIGGINS, ASSISTANT SECRE- 
TARY OF THE ARMY (LOGISTICS); ACCOMPANIED BY JACK W. 
ASKINS, ARMY SMALL-BUSINESS ADVISER 


Mr. Hiaerns. I would like to read a very short statement and then 
make a few, I hope, appropriate remarks on the followup. 

Senator Brste. You may proceed. 

Mr. Hicerns. I appreciate the invitation to meet with you here 
today. The Army small-business policy is fundamentally a plan af- 
fording qualified small business an equitable opportunity to compete 
for the supplies and services being procured by the Army. 

The Army is aware of the importance that the small-business com- 
munity plays in our overall economy, as well as the necessity for small 
business in the logistic field. It 1s for this reason that the Army 
maintains approximately 360 small-business specialists at all echelons 
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of the Army to work with and assist the qualified small-business firms 
to do business with the Army and maintain its place in our mobiliza- 
tion base. 

In support of the Army small-business program, I have, during 
the past 2 years, conducted a series of procurement conferences with 
our contracting officers and procurement personnel throughout the 
United States. Similar conferences have been held with industry, 
both large and small firms, in order that they might know firsthand 
of Army policy and at the same time discuss ‘their problems with me 
and a special panel of experts. The conferences have been conducted 
on an open-forum basis and my small-business adviser has been a 
member of the panel. Small business has been one of the principal 
items discussed at each meeting. 

To further assist industry and in support of Army procurement 
personnel, inc dade our small-business specialists, we have recently 
published and released two booklets, one a listing of all Army small- 
business specialists at the Army’s principal purchasing offices, together 
with their addresses, 

If I may interrupt my prepared statement here, I am showing this 
brochure “ here, which is broken down by States, and shows the loca- 
tion of our procurement offices and displays we have, because we have 
found there is no substitute for the little fellow to come into a show- 
room and physically see and handle what we are talking about here. 

Senator Brsie. I think we have received copies of those, Mr. Secre- 
tary. Iam very happy to have you call the brochure to our attention. 

Mr. Hicerns. The other is an alphabetical listing of Army prime 
contractors “ who have received contracts in excess of $1 million and 
who have expressed their willingness to place a maximum of sub- 
contracts with small business. 

If I may interrupt my prepared speech, we feel pretty good about 
this one. It has been of great help and has had fine ree eption by 
small-business people throughout the country. 

Here we have a list of some 500 large prime contractors who have 
indicated a person in their organization who will act as liaison for 
this subcontracting work. The company name and address is shown 
where the small-business man ean go to talk about subcontracting. 

Senator Brsite. When was this revised ? 

Mr. Asxins. This is the second edition that we have published. 
This issue covers through November 1956. We are in the process of 
coming out with another one. We are trying to do it every 6 months. 

Senator Bret. It seems to me that would be most he ‘Ipful to people 
in the small-business field in determining or attempting to obtain 
contracts. I would appreciate your trying to develop how many 
contracts were secured pursuant to that type of release over the past 
year. 

Mr. Asxrns. If we can develop that, we would like to. 

Mr. Hieerns. All of the foregoing adds up to the Army’s having 
plac ed 39 percent of its procurement dollars with small business. Dur- 
ing the period July 1, 1956, to March 31, 1957, this has amounted to 
*1,221,048,000 or 79 percent of the total number of Army procurement 
contracts placed. 


12 Retained in committee files. 
18 Retained in committee files. 
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Senator Brete. At that point, that 39 percent that Army placed is 
over what period of time ? 

Mr. Hieerns. That is in this fiscal year, from July 1, 1956, to March 
31, 1957. The fiscal year in which we are operating now is what is 
referred to. That compares through the same pe riod last year to 

about 41 percent. It is down about 2 percent. 

The Army small-business adviser and several other experts are here 
with me today, and after making short opening statements they will 
be available for any questions you may desire to put to them. 

Senator Binie. We will be very happy to have them. 

Mr. Hicerns. I would like to elaborate on that point just a little 
bit more, Mr. Chairman. 

Senator Brste. Certainly. 

Mr. Hicotns. We have back of me here a great number of witnesses, 
and we brought the first team here, and in your cross questioning we 
have here the Chief of Ordnance and his immediate assistants. Ord- 
nance appears in about 75 to 80 percent of our procurement dollars, 
and they will be here to get into as much detail as you care to. Then 
we have the other technical services. 

We have, as you know, seven technical services in the Army who do 
the procuring. I am the Assistant Secretary of the Army for Logistics, 
having to do with policy. I get my chief guidelines in overall policy 
from Secretary McGuire’s office, that you have just heard, and it 
is my job to interpret and implement that policy. 

General Cassevant is here. He is Director of Procurement in the 
Office of the Deputy Chief of Staff for Logistics. He sends this im- 
plementation of policy on down through the several technical services, 
the principals who are represented here today, so we are in a position to 
give you, I am sure, considerable detail. 

Senator Brete. Iam sure they will be most helpful. 

Mr. Hicerns. Whatever questions you and your colleagues here care 
to present to us—— 

Senator Biste. Thank you very much, Mr. Secretary. We are very 
happy to hear from General Cassevant, if he has a prepared state- 
mes as I understand he does. 

I understand, Mr. Secretary, you have a prior commitment and I 
will be very glad to excuse you at this time. 

Mr. Hiaerns. I would appreciate it, Mr. Chairman. 

Thank you, sir. 

Senator Bisir. You have your commitment, but you are leaving 
your staff here. 

Mr. Hiceins. I am only leaving with the full knowledge myself, 
that we have our first team here tod: ay, right down the line, and any 
questions you gentlemen care to ask I am sure they will be able to 
answer. 

Senator Birie. It appears to me you have your first, second, and 
third teams here. Weare very happy to have them, sir. 

Mr. Hicerns. They are not all Army here, and in the interim, if 
anything comes out of this discussion in which you will need me, I 
will be delighted to come back. We have enjoyed the fine feelings, 
the fine relationship with these gentlemen and with small business. 
We believe in it and we think it is important—it is the pork in the 
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beans or the ham with the eggs as far as our setup here, and we are 
for it. 

Senator Briere. I appreciate your sentiments. Thank you very 
much. 

General Cassevant. 


STATEMENT OF BRIG. GEN. A. F. CASSEVANT, DIRECTOR OF PRO- 
CUREMENT, OFFICE OF THE DEPUTY CHIEF OF STAFF FOR 
LOGISTICS, DEPARTMENT OF THE ARMY 


General Cassevant. Mr. Chairman and members of the subcom- 
mittee, it is a pleasure to meet with your committee again this year. 

My position in the Office of the Deputy Chief of Staff for Logistics 
since January 1956 has put me on the firing line, so to speak, with 
respect to this matter of small business. I have been squarely in the 
middle of many of the day-to-day problems which come to the head- 
quarters level in the Department of the Army, as Director of Pro- 
curement and as Chief of Procurement Division. 

It has been Army practice to so direct procurement actions as to 
afford every possible consideration to the small-business segment of 
industry and to particular small-business concerns, consistent with 
the overall ve tive of obtaining military supplies, when and where 
needed, at the best possible price. Our working relations with the 
Small Business Administration have been cordial and mutually co- 
operative. In addition, the Department of the Army, at all levels, at 
headquarters as well as in the field, has tried to be sympathetic, under- 
standing, and helpful to small-business concerns in their efforts to 
obtain Army contracts. Pamphlets on How To Sell to the Department 
of Defense and lists of items purchased and purchasing loe ations are 
distributed for the asking.“ For those who are interested in sub- 
contracting work, we also distribute lists of some of the prime con- 
tractors with whom we do business, as Mr. Higgins previously pointed 
out. It has been estimated that the calls for such assistance by small- 
business concerns on the Army’s 360 small-business specialists total in 
the hundreds of thousands each year. 

Senator Bistx. Where do you have the 360 small-business special- 
ists? Where are they stationed ? 

General Cassrevant. Across the country in all of the Army procure- 
ment offices. They are not all in one office. They are distributed 
throughout the country. 

Senator Bistr. Maybe one of your pamphlets would show that. 

General Cassevant. The Army red book entitled “Army Small 
Business Specialists and Represe ntatives Appointed at Department 
of the Army Principal Purchasing Oflices, Continental United States, 
by State” does show it station by station, with the complete address, 
if we may present it for the record." 

Senator Brats. Very well. Thank you. 

General Cassevant. Mr. Higgins has just told you that during the 
9 months from July 1, 1956, through March 31, 1957, contracts total- 


4 Retained in committee files. 
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ing $1,221 million have been placed by the Army with small-business 
concerns. This amounts to 39 percent of the procurement dollars 
placed under contract and 79 percent of all of the contracts placed 
by the Army. 

Small-business concerns were also asked to submit bids or proposals 
on an additional $565 million of procurements. These were not award- 
ed to small business only because, as to $72 million, they failed to sub- 
mit bids; as to $478 million, their bids were not low; and as to $15 mil 
lion, their bids were necessarily rejected as unresponsive for other 
reasons. Had small-business concerns been successful in obtaining this 
additional potential amount of Army business, the percentage cited 
by Mr. Higgins would have been much higher 

’ I feel that we have madea very valiant effort here on the percentage 
of our procurement. 

Senator Brste. Thank you very much. 

Now in order to get the prepared statements in the record before 
the lunch hour and then come back to the questioning, we will let Mr. 
Askins proceed. 

Mr. Askins, did you have a prepared statement, as well / 

Mr. Asxrns. No, sir; I do not have a prepared statement. I am 
working from a tex oe ° T have one for each member of the com- 
mittee andl use it for my guidance. 

Senator Brete. Did you care to make a comment on this, or an open- 
ing statement ¢ 

Mr. Asxins. No,sir. I think what I would like to do is to make this 
presentation and present the texts to the committee and then make a 
presentation subject by subject, if I may. 

Senator Brstz. You may proceed in that manner. 

Mr. Asxrns. All right, sir; thank you. 

Senator Bratz. What I am attempting to do is accommodate all of 
vou before the noon hour, and then there will probably be some ques- 
tions of General Cassevant a little later. 

Mr. Asxkrns. I think I can cover this by 12: 30 very easily. 

Senator Brere. I think, then, maybe we should finish the questioning 
of General Cassevant. Do you have questions, Mr. Weadock ? 

Mr. Weavock. Yes; I do. It is nice seeing you again, General. I 
was a little curious about this: The Army, as far as total statistics 
are concerned is pulling more than its weight, and you help the overall 
average considerably. There are various and sundry reasons for this. 
Perhaps the Navy and Air Force are obliged to make purchases that 
are not quite as susceptible to being furnished by small business as 
yours. However, in the Army your percent of potential is lower than 
either of the other two services. Could this be an overzealous exclu- 
sion on the part of the Air SORE and the Navy as regards what should 
be ruled out of the potential area 

We don’t want an Sime squabble, or anything of that sort, 
but with the Army doing so well in the final analysis, it is a little 
surprising to learn that your potenti: ul is—it certainly doesn’t vary 
much, but it is still beneath the Air Force and the Nav y. 

General Cassrvant. It may be the result of interpretation, but I 
don’t believe so. I think we make every effort to raise the potential, 


15Mr. Askins presented his entire testimony in the form of a brochure covering all 
subjects herein discussed, and policy statements were contained therein. 
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and if it is lower it is for reasons that I do not know. I think we are 
making every effort possible to raise the potential. 

Mr. Werapock. You pointed out, General, that $479 million—almost 
a half billion dollars—that the reason small business didn’t get it was 
that their bids were not low. Let’s put the same question to you that 
we addressed to Secretary McGuire. Do you anticipate any “beefing 

” of your set-aside program which, of course, could materially cut 
into thi ut partic ular area ? 

General Cassevant. Let me tell you what I have done in some in- 
stances. Very recently we had a large procurement—rel: atively large 
as far as small business is concerned—over, approximately, $5 million. 
This had to do with engine generators, a field in which small business 
has been interested, but very ordinarily go in on an open-invitation 
basis, and I decided that we would try a hundred percent set-aside for 
this particular item. ‘There was, roughly 650 units involved. And in 
consultation with the Small Business Administration I decided to go 
ahead anyway, and we did, and it has turned out to be a successful 
operation. 

Mr. Weapock. Iam glad you said it was successful at the end there 
1 didn’t know what your conclusion was going to be. 

General Cassevant. I might say this, that I feel that the item in 
question was at the very edge of being an item suitable for small busi- 
ness, because the numbers involved were considerable and financ ing and 
the units are large and require space, but we decided to make t the try. 
We will do more of it in the future if this turns out to be as successful 
as we hope it will be. 

Senator Biste. General, have you received any criticism of your 
policy on the set-aside program ? 

General Cassevant. No; I don’t know that we have. There are al- 
ways those who criticize if they don’t get it, but I don’t think that 
there has been any criticism, any material criticism, of our set-aside 
program. I don’t know of any serious criticism. 

Mr. Asxrns. Only that that comes to us on a case-by-case basis from 
Congressmen and Senators. There is always a feeling of inequity if 
a man doesn’t get the contract. There are those isolated instances 
where drawings weren’t available or set-asides were not available, but 
they are rare and we do try to correct them. We have a medium 
which we are endeavoring to carry out to check to see that small busi- 
ness receives an equitable opportunity. We have implemented it. 
It is our presolicitation check sheet where we can check each procure- 
ment that we are screening of $5,000 or more to be sure that small 
business is given an equitable opportunity, to see that drawings are 
available, that the delive ry schedules are reasonable, and by all of these 
factors which we have designed as what we feel constitutes an equi- 
table opportunity, they are being checked before solicitation therein, 
and it does reduce the « -omplaints. 

Senator Bisir. Are the Government’s interests completely protected 
in such a program ¢ 

Mr. Asxrns. I feel that they are, yes, sir, with the exception of the 
cases where you make a hundred percent set-aside for smal! business. 
You have no way of absolutely knowing that you have bought at the 
best price for the Government. You are eliminating competition. We 
may as well face reality. You are limiting it, and “if you went to big 
business you don’t know what big business would have done. How- 
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ever, we do make hundred percent set-asides. We feel that our buying 
knowledge reveals we are buying at a fair and reasonable price to the 
Government, and knowing the intent and desire of the Congress we 
place it with small business. 

We have even had the General Accounting Office back us on that. 
We can have small business restricted advertising and limit it to that 
segment of business, that segment of the industry. 

Mr. Amis. There is adequate competition in a hundred percent set- 
aside; isn’t there? 

Mr. Askrns. There has to be adequate competition to make a hun- 
dred percent set-aside. By that, I mean that is absolutely essential. 

We have tried very recently—I won't even go into the specific case— 
where we maybe w ouldn’t have adequate competition, but we still felt 
it was an item that should go to small business and small business 
couldn’t meet the price. 

Senator Birnie. You received no criticism even in the field of a hun- 
dred percent set-aside, other than what you mention / 

Mr. Asxrins. We have received no criticism. 

Senator Bratz. Other than case by case ? 

Mr. Asxins. That is right. 

Mr. Weapock. Let us use a different word and say, instead of 

“criticism,” which would imply coming from outside, let’s ask if you 
have had any “complaints” about the set-aside program internally? 

General CassEvAnt. No. 

Mr. Weapock. Does it work any great hardship on your purchasing 
and contracting people? 

General CassEevant. I would like to say this: One hundred percent 
set-asides are relatively new, and in some areas there are those who feel 
that perhaps we shouldn’t do it because it does put us in an area where 
we may possibly pay more, if we confine it to small business. 

On the other hand, like any procurement, we feel that the competi- 
tion in these cases is sufficient to keep the price down, and in any event, 
were it completely out of line, we wouldn’t go through with it. 

We have a very fair idea of how much we should pay, and for that 
reason we do not feel that the fears are, necessarily, of such propor- 
tions that we should avoid a hundred percent set-aside. 

Senator Brste. Then somewhere within the field of a hundred per- 
cent set-aside—you have first the element of competition ? 

General CassEvAnt. That is correct. 

Senator Brete. Second, a complete review as to fair and reasonable 
value by the services ? 

General Cassevant. That is correct. 

Senator Brnte. Is that a correct statement ? 

General CAssEVANT ee is correct. 

Mr. Weapocx. Then, General, in view of what we m: vy assume per- 
haps is a lack of complaint internally, how do you as Chief of Procure- 
ment for the Department of the Army feel about a marked increase 
in set-aside activities? What would be your reaction to it ? 

General Cassevant. Well, I don’t know that I necessarily would 
be reluctant to do it. I think that our experiences are going to tell 
us whether or not this is a smart move. 











SMALL BUSINESS PROCUREMENT PROGRAM 39 


In other words, if we find that by making 100 percent set-asides 
we are increasing the cost of our goods, and it gets out of line, why 
naturally we fee] that we will have to come bac kk off that. 

Mr. Weapocxr. General, I don’t refer exclusively to a hundred per- 
cent set-aside; I will accept partial set-asides in any varying per- 
centages. If we can increase in that area, that might prove helpful. 

General Cassevant. As I said earlier, I feel that we are giving small 
business as much chance as we possibly can. It is our policy, and I 
think that where the item lends itself to manufacture by smal] busi- 
ness, they are given every opportunity. There are items—this is 
particularly true in Ordnance—where the size of the item or the type 
of item just rules out small business. 

Mr. Weavock. Are you saying, in effect, General, that perhaps 
you have been reaching or approaching the point of exhaustion on 
the Army set-aside activities now 

General Cassevant. I am not ready to say we have reached the 
point of exhaustion, but I am ready to say that the chances of rais- 
ing the potential of small business or the awards to small business 
is not going to be great. In other words, we are trying to establish 
par for the course here, and nobody knows what it is, but we did 
award 59 percent with small business last year on a prime-contract 
basis. If they had been able to get all that was put up for them to 
bid on, it would have been well over 50 percent. 

Mr. Weapock. Well, General, you say they got 39 percent. Mr. 
McGuire earlier said that your set-asides accounted for about 2 per- 
cent. I imagine in the Army it probably accounts for more. That 
is sort of the way the Army statistics have fallen in the past. 

Say it amounted to 10 percent in the Army—your contracts that 
are set aside for small business. Now you have a spread there of 29 
percent that small business gets. Now, how do they get it? They 
get in there and compete and win. That is the only way in the world 
they could get it. 

General Cassevant. That is correct. 

Mr. Werapock. So it looks like there is perhaps a little flexibility 
left by which to broaden this thing out just a touch. 

General Cassevant. Well, this might be, but it was the intent of 
the Small Business Act to provide fair and equal competition here 
for small business, and at no time did it permit us premiums, nor 
does it permit, shal] we say, favoritism. 

Mr. Weapock. No, sir; we wouldn’t-even suggest anything in the 
way of premiums whatsoever, General. Nevertheless, when you have 
a partial set-aside the Government doesn’t suffer at all pricewise, be- 
cause the small business has to come in and match the price of the 
unreserved portion. 

General CassEvant. This is very true. 

Mr. Weapock. So this doesn’t cost the Government anything, and 
there isn’t anything in the nature of a premium except the second 
go-around that small business gets. 

94187—57——4 
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Now they have to qualify for even that. That is not given to them 
out of hand. They have to bid and get within 120 percent of the first 
award to qualify. So whether or not there is a premium in having the 
second go-around, I suppose there would be various opinions about it. 

General Cassevant. There is a premium there. There is a premium 
if you make a set-aside in that you have 2 producers, and as such you 
have to administer 2 contracts which does cost the Government money. 

Mr. Weapvocgs. In your administration of the contract ? 

General CassEvantT. This is true. Now we have not considered that 
part of that matter. 

Mr. Weapock. I don’t presume the Congress gave that any consid- 
eration either. I think there were more vitally concerned with the 
economic viability of our smaller firms. 

General, if perhaps we can’t see completely eye to eye on the set-aside 
program, what suggestions do you as Director of Procurement have 
where the small-business program can, perhaps, be improved ? 

General Cassrevant. Let me say this: As I said in the beginning, I 
certainly wouldn’t be reluctant to see more of it, and I will go this far 
and say that I will try to see if we can do more in the set-aside area 
We will make this definitely a policy, and we will go out and try to 
make more set-asides here. 

Mr. Weapock. I see,sir. Splendid. 

General Cassrvant. I don’t know that I can promise you any more 
because, as I say, I think we are reaching that point. We have gone 
all out in this program from the very beginning, and I think that much 
more return on it is a matter of question, but I don’t think we can expect 
great gains. I wouldn’t like to promise great gains and then have to 
come back here next year and apologize. 

Mr. Weapock. Surely. 

Senator Brste. Any further questions? Mr. Askins, do you care 
to state anything ? 

Mr. Asxins. May I state this at this time: Mr. McGuire brought 
to the committee’s attention the memorandum he sent to the Assistant 
Secretaries of the Army, Navy, and Air Force on the proposed methods 
on small-business set-aside program, and speaking for the Secretary, 
if I may, in his absence, I would like to offer the following to you for 
the record. 

Mr. Higgins has submitted the following to the Deputy Chief of 
Staff, who, in turn, has implemented it down to the technical services, 
and in turn these two documents, Mr. McGuire’s and Mr. Higgins’, and 
also General Cassevant’s implementation are to go to each and every 
contracting officer and procurement personnel in the field. 

I would like to include in the record the memorandums and the im- 
plementation. 

Senator Briere. The documents will be included in the record 
this point. 
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(The memorandums and the implementation are as follows :) 
ExHipir 2 


OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE, 
Washington, D. C., May 14, 1957. 

Memorandum for— 

The Assistant Secretary of the Army (Logistics). 

The Assistant Secretary of the Navy (Material). 

The Assistant Secretary of the Air Force (Materiel). 
Subject: Proposed methods of participation by small business in set-aside pro- 

grams. 

It is anticipated that during the current session of Congress the Department 
of Defense will be called upon by the Senate and House Select Committees 
on Small Business to report on actions which have been taken to improve the 
Department of Defense small-business programs as well as report on future plans 
directed to increase small-business participation in Department of Defense pro- 
curements. 

During the recent months it has become quite obvious that the trend of small- 
business participation will be less for the current fiscal year than the percent- 
age awarded to small business during any of the past 3 fiscal years. One of the 
major reasons for this decreasing amount going to small business is that they are 
not being competitive in areas where they normally should be able to compete 
with large business, such as in the small-business potential. 

I feel that one way to correct this depressing curve of contract awards going 
to small business would be to place greater emphasis on the Small Business Ad- 
ministration-Department of Defense joint set-aside program and also in our uni- 
lateral set-aside program. Tremendous strides have been made in this coop- 
erative program with the Small Business Administration, but I think there is 
room to encourage a wider application of this program. It is possible that our 
contracting officers may be agreeing to small business set-asides only when the 
individual transactions will leave them with proof that no premium price was 
paid. Such a practice not only restricts the number of set-asides, but adds to 
the decreasing trend of total awards and dollars going to small business. In my 
judgment, we must expand the usage of set-aside procedures to cover all cases 
where experience shows us that we can get a fair and reasonable price from 
small-business sources. Accordingly, I am recommending to you, individually, 
bring to the attention of your contracting officers this philosophy aimed at in- 
creasing the application of the set-aside program wherever possible. 

PERKINS McGuIRE, 
Assistant Secretary of Defense (Supply and Logistics). 


EXHIBIT 2 (A) 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE ASSISTANT SECRETARY, 
Washington, D. C., June 12, 1957. 
Memorandum for the Deputy Chief of Staff for Logistics. 
Subject: Army small-business program and set-asides for small business. 

1. The attached memorandum from the Assistant Secretary of Defense (Sup- 
ply and Logistics) emphasizes the decreasing amount of military contract awards 
going to small business on a Department of Defense basis. The Department 
of Defense feels that it will be called upon by the Senate and House Select Com- 
mittees on Small Business to explain this downward trend and to recommend 
mediums to increase awards to small-business firms. 

2. As one means of increasing small-business participation on a Department 
of Defene basis, the Assistant Secretary of Defense (Supply and Logistics) has 
recommended that greater emphasis be placed on the SBA—DOD joint set-aside 
program and that the employment of the set-aside procedure be expanded to 
cover all cases where experience shows that we can get a fair and reasonable 
price from small-business sources. 

3. In keeping with the recommendations to increase the application of the set- 
aside program wherever possible, I wholeheartedly support such philosophy. 
Please convey this policy and philosophy to procurement personnel and especially 
to contracting officers. 

F. H. HIeGins, 
issistant Secretary of the Army (Logisties). 
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EXHIBIT 2 (B) 
MEMORANDUMS AND IMPLEMENTATION 
DEPARTMENT OF THE ARMY 
OFFICE OF THE ADJUTANT GENERAL 


Washington, D. C. 
Suspense 
Date 1 Jul 57 
14 June 1957 
AGAM-P (M) 004 (14 Jun 57) DCSLOG. 
Subject: Army Small Business Program and Set-Asides for Small Business. 
To: The Adjutant General. 
The Provost Marshal General. 
Chief of Chaplains. 
Heads of Technical Staff. 
Commanding Generals— 
Zone of Interior Armies. 
Military District of Washington, U. 8S. Army. 

1. Reference is made to: 

a. Memorandum for the Assistant Secretary of the Army (Logistics) from 
the Assistant Secretary of Defense (Supply and Logistics), 14 May 1957, sub- 
ject: “Proposed Methods of Participation by Small Business in Set-Aside Pro- 
grams.” 

b. Memorandum for the Deputy Chief of Staff for Logistics from the Assist- 
ant Secretary of the Army (Logistics), 12 June 1957, subject as above. 

2. The above-cited references establish the policy of the Department of De- 
fense and the Department of the Army with respect to the “Army Small Busi- 
ness Program and Set-Asides for Small Business.” Achievement of goals estab 
lished by the policy pronouncements can only be accomplished by positive efforts 
at all command levels to insure adequate guidance and instructions to contract- 
ing officers. To this end, addressees will, on a priority basis, complete the fol- 
lowing actions: 

a. Review local implementation of current directives in the Small Business 
Area to insure complete acceptance and compliance at all operating levels. 

b. Assure complete dissemination of the referenced policy statements. 

ce. Advise the Deputy Chief of Staff for Logistics, Headquarters, Department 
of the Army, Washington 25, D. C., ATTN: Army Small Business Advisor, that 
the action directed in preceding paragraphs 2a and 2b has been accomplished. 
This advice will include copies of implementing directives issued by respective 
levels of command. 

d. Copies of all actions taken will be submitted to the Deputy Chief of St:ff 
as Logistics, Headquarters, Department of the Army, by 1 July 1957. 

. Action with respect to class II installations and activities and class IIT in 
asian will be taken by heads of the Department of the Army agencies 

By Order of Wilber M. Brucker, Secretary of the Army: 


HERBERT M. JONES, 
Major General, USA 
The Adjutant General 

Senator Brete. Under date of what ? 

Mr. Asxrns. Under the date of June 12,1957. That was dispatched 
on June 14 by General Cassevant to the field, and I think this is a 
definite effort being made on our part to call to the attention of every- 
one dealing in procurement to take another look, screen procurement: 

carefully, and see what can be dene. 

Mr. Weapock. Mr. Askins, your date was the 12th of June. As I 
recall, Mr. MeGuire’s memorandum was the 14th of May and this 
points up the very problem that members of the committee asked Sec- 
retary Pike about last year. The entire committee, the full member- 
ship, has always been quite pleased and happy with the policy direc- 
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tives that came out from the DOD level, which are, in turn, im- 
plemented and interpreted, reemphasized and reworded and what- 
have-you, down through the various military departments. 

Now, then, in your case, this would in turn go to your various and 
sundry technical services and they would disseminate it even further. 
The question that was posed is why in the world it takes 6 months 
for something to go from the DOD office, a directive, down to the 
point where it actually counts and matters. 

I think it will be interesting for us, when we discuss this matter 
with the technical services, to learn what their time element was in 
taking General Cassevant’s or Mr. Higgins’ directive and putting it 
out to their people. It is this very problem that we have endeavored 
to try to streamline in the past, but the argument has been, “Well, 
the Air Force has the Air Materiel Command, the Navy has its bu- 
reaus, and you have your technical services,” and they never talk in 
exactly the same terminology. 

Mr. Askins. In answer to what you have just said, we are very 
cognizant in the Army of this, and in view of that we set a suspense 
date of July 1 and asked for a reply to our office to see that it was 
done. 

Mr. Weavock. From the technical services? 

Mr. Asxins. That is right. Then they, in turn, will ask it from 
their people in the field, so they know it has reached there. 

Mr. Werapocx. I notice the red border (referring to exhibit 2 (b) 
p. 42). Isuppose that means to hurry it along. 

Mr, Asxins. That means the suspense date is set, the subject is 
urgent. 

Mr. Weavock. I have nothing further. 

Senator Bisie. Mr. Askins, would you care to develop your state- 
ment ¢ 

Mr. Asxins. Yes; I would like to. 


STATEMENT OF JACK W. ASKINS, SMALL BUSINESS ADVISER TO 
THE ASSISTANT SECRETARY OF THE ARMY (LOGISTICS), ALSO 
SMALL-BUSINESS ADVISER TO THE DIRECTOR OF RESEARCH 
AND DEVELOPMENT, THE DEPUTY CHIEF OF STAFF FOR LOGIS- 
TICS, AND THE CHIEF OF RESEARCH AND DEVELOPMENT 


Mr. Asxkins. There are certain points the Assistant Secretary left 
for me to handle. I will not go into the areas I have here as appendixes, 
which are a part of my testimony. If I may, I would like to submit 
appendixes A through T for the record, because they are Army policy. 
Therein, I feel if you have Army policy before you and you ask the 
technical services for their policy, you will know whether that policy 
is carried out. So the presentation—tabs 1 through 10—I have to go 
through, if I may, will take only a short time. 

Senator Binte. Proceed. 

Mr. Asxins. In the front of this booklet that I have presented to 
each of you—and copies of each one of these tabs will be passed out 
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to those interested people in the hearing room—we have set forth a 
table of contents which I feel will adequately and fully respond to the 
letter from Senator Smathers; and for the record, I would like to 
give you appendixes A through T."° 

An additional one is not shown here. I would like to add it—ap- 
pendix U, which is Maintenance of the Mobilization Base. 

Mr. Chairman, for a long time the Department of the Army has 
endeavored to look back into congressional mandates to see what 
really the intent and desire of the Congress was and is today. At 
the same time, we are cognizant of the fact that there is government- 
wide interest in small business, from the Office of the President down 
through the various committees and branches of the Government, as 
shown on exhibit 3, below. 


EXHIBIT 3 
GOVERN MENTWIDE INTEREST IN SMALL BUSINESS 


Office of the President 
President’s Cabinet Level Committee on Small Business 
Council of Economic Advisers 
Office of Defense Mobilization 
Congress 
Senate and House Appropriations Committees 
Senate and House Armed Services Committees 
Senate and House Banking and Currency Committees 
Senate and House Government Operations Committees 
Senate Select Committee on Small Business 
House Select Committee To Conduct a Study and Investigation of the Problems 

of Small Business 
Joint Committee on Defense Production 
Small Business Administration 
General Accounting Office 

Mr. Askrns. Immediately behind exhibit 3 you will find a small 
business governmentwide organizational chart, which we feel we 
should like to call your attention to for the fact that we are cognizant of 
the fact that the President himself can have a great bearing on what 
happens in small business governmentwide. His Economic Advisers 
Council gives him daily counsel, no doubt. He has created a Small 
Business ..dministration which can also give him a separate agency 
viewpoint, other than the procurement agencies. At this point I would 


6 See appendix VII, beginning p. 399. Appendix T, statistical data, retained in com- 
mittee files. 
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like to insert in the record a ¢ 
mentwide Organization.” (T 


hart entitled “Small Business Govern- 
he chart referred to follows.) 


EXHIBIT 4 


SMALL BUSINESS GOVERNMENT- WIDE 
ORGANIZATION 


THE SMALL BUSINESS 
ECONOMIC ADVISERS COUNCIL PRESIDENT r 1 ADMINISTRATION | 
(EXECUTIVE 1 (EXECUTIVE AGENCY) | 
CABINET COMMITTEE THE OFFICE OF 

on Ss CABINET ] DEFENSE MOBILIZATION 

SMALL BUSINESS | 
SENATE THE HOUSE | 

SMALL BUSINESS \ { ' 4 SMALL BUSINESS 

CONGRESS 

COMMITTEE COMMITTEE | 
ENATE COMMITTEES r T 1 HOUSE COMMITTEES | 
JOINT COMMITTEE GENERAL | 
APPROPRIATIONS ON } + 4 ACCOUNTING | APPROPRIATIONS 
ARMED SERVICES OEFENSE PRODUCTION! OF FICE | | ARMED SERVICES 
BANKING & CURRENCY | BANKING & CURRENCY | 


| GOVERNMENT OPERATIONS 


GOVERNMENT OPERATIONS 


DEPARTMENT OF DEFENSE 


| DIRECTOR OF } 
' SMALL BUSINESS POLICY 


DEPARTMENT OF NAVY OEPARTMENT OF ARMY DEPARTMENT OF AIR FORCE 


SMALL BUSINESS ADVISOR SMALL BUSINESS ADVISOR 


SMALL BUSINESS ADVISOR 
TO 





AS /A (LOG DIRECTOR OF R&D 
DCS /LOG CHIEF OF R&D 





TOTAL D/A SMALL § BUSINESS OFFICES 360 


OF FICE CORPS TRANSP CHEMICAL OF FICE SIGNAL ORDNANCE 
SURGEON OF CORPS CORPS QUARTER 


CORPS CORPS 
GENERAL ENGINEERS MASTER 


1, 1 HM tV, NATIONAL MILITARY THE 
vavi GUARD DISTRICT ADJUTANT 
ARMIES BUREAU OF GENERAL 
WASHINGTON 





PREPAREO @Y 
OFFICE OF THE ARMY SMALL BUSINESS ADVISOR 
17 4UNE tS 
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The Cabinet Committee on Small Business was formed to give ad- 
vice to the President and to make recommendations. In addition to 
this there is the Office of Defense Mobilization, and recently—as recent 
as 2 years ago—there was an amendment to the Defense Production 
Act of 1950, as amended, which brought ODM into the picture and to 
make a report to the President and to the Congress. 

Then, there are, of course, the Senate Select Committee on Small 
Business and the House Small Business Committee, which we work 
with very closely. I, myself, spend considerable time with the staff 
of each, because I feel if I know the committee temperament and de- 
sires we can convey these to the Secretary and to the procurement 
people. 

Besides this, it has been very interesting to note recently that the 
Appropriations Committee, Armed Services Committee, the Banking 
and Currency and Government Operations Committees have also 
shown a keen interest in the field of smal] business. 

The Joint Committee on Defense Production has had the Army, 
Navy, and Air Force before them one time since I have been in the 
Department of the Army. But most of all, we must remember that 
what we are following and what we must follow are congressional 
statutes. The policeman for Congress on these congressional statutes 
is the General Accounting Office. 

Then I think most significant, on top of this, we have the Small 
Business Administration. Then we ourselves can generate a few di- 
rectives and regulations and rules which make it a little tougher for 
everybody to know exactly what we are trying to do and where we 
are going, but gradually we are working ourselves out of this box and 
I fee] that we are doing an exceedingly better job than we were doing 
in 1953, 1954, 1955 and 1956. 

Maybe it doesn’t show when you talk about percentages, but I think 
you have to really look at what we do for small business dollarwise. 

An organizational chart, which follows, has been provided to show 
you the organizational pattern of the Department of the Army and 
the small-business advisers to the Assistant Secretary of the Army, to 
the Deputy Chief of Staff for Logistics, the Director of Procurement, 
and also to the Chief of the Procurement Division. 
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I have my small-business advisers in each one of the technical serv- 
ices and also have a small-business adviser for each of the continental 
Army headquarters. 

Senator Brstze. How many small-business advisers does that make ? 

Mr. Asxrns. Total small-business advisers—it makes a total of 15. 

Mr. Weapock. How about specialists? 

Mr. Asxrns. On specialists, that is the difference between 15 and 
361, or 346. 

I do want to correct the record as it is now shown, because we do 
have a small-business man in the Chief of Research and Development, 
which has increased the total since Mr. Higgins’ report was written. 

Mr. Weapock. What is the difference between a small-business 
specialist and small-business adviser ? 

Mr. Askrns. Primarily, the function, sir. The small-business ad- 
viser interprets policy : and promulgates additional implementing pro- 
cedures in the technical services or the armies. The small-business 
specialist is constantly meeting and contacting small-business men and 
doing a real selling job on the ground, at the field purchasing office 
level, where Army ] procurement actually takes place. 

Mr. Weavocx. You havea total of both, of 361 ? 

Mr. Asxrns. A total of 361; yes. At the present time we have 361, 
and 32 of these small-business specialists are in our research and 
development program, which I will refer to later. 

Immediately behind the chart you will find a small-business pro- 
gram check sheet, and in keeping with our policies and procedures 
of the Department of the Army this is given to the procurement 
inspection people and is also transmitted to the inspector general of 
the Deputy Chief of Staff for Logistics so he can check to see that our 
small-business people are properly located and that they are doing the 
job in keeping with Army policy and procedures. 

(The document referred to follows :) 


EXHIBIT 6 
ARMY SMALL-BUSINESS CHECK LIST 


SMALL BUSINESS Date___------------------------------ 


XV—SMALL-BUSINESS PROGRAM 


1. Personnel: (APP 30-702, m (definition) ; APP 30-706 c (2) (appointment) .) 
a. Name and grade (or Rank) of Small Business Specialist. 
b. Full time or Part time. (If part time, explain fully other duties. ) 
ec. Organizational placement and physical location. (APP 30-706 ¢ (3) 
and e (5).) 
2. Describe and explain use of Display or Exhibit Room if any. (APP 30-706 
ec (4) and e (3) APP 30-707).) 
3. Is there a Bid Room? (Describe.) (ASPR 2-202.2, APP 30-710 b, APP 
2-250 b. ) 
4. Does the SB specialist— 
a. Assure procurements are included in synopsis? (ASPR 2-206.3.) 
b. Review DD 350? (Explain.) (APP 30—705, 0.) 
c. Review DA 377? (Explain.) (APP 30-705, 0.) 
d. Review, purify, and add to Bidder’s Lists? (Explain.) (APP 30-705, d.) 
e. Insure Small Business Concerns are well represented? (List.) (APP 
30-705, n and t; APP 30-7138, c.) 
f. Monitor the Rotation Bidder’s Lists? (Explain.) (APP 30-705, m; 
APP 30-713, c.) 
g. Review IFB’s and RFP’s in initial Stage? (Explain.) (APP 30-705, 
n and t; APP 30-713, c.) 
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h. Know the procedure for small-business concerns to qualify for bidder’s 
list? (ASPR 2-204; APP 2-204.) 

5. Is the Small Business Specialist a member of : 

a. Contract Board of Awards (or comparable board)? (App 30-705, s.) 
b. Allocation Board? (APP 30-705, f and i.) 
e. Pre-Award Survey Team? (AP 30-705, f.) 

6. Is SB specialist consulted on production planning and mobilization plan- 
ning? (APP 30-705 i.) 

7. Are multiple awards authorized? (ASPR 3-104 a) (Explain) 

8. Are labor surplus areas considered? (ASPR 2-205) (ASPR 3-105) 
(Explain) 

9. Is small business provided with timely and appropriate information on IFB’s 
and RFP’s? (How?) (ASP 2-206.2 and 3, Synopses; ASPR 2-202.2. Display 
of Bids; ASPR 2-104 c.) 

10. To what extent is small business given information on: 

a. Financing: (SBA loans, progress payments, advance payments, ete.) 
b. Technical assistance? (Drawings, specifications, etc.) 
ec. Management? 

11. Has DA Form 1877 been accomplished since 1 Feb 1957 on all procure- 
ments (IFB’s and RFP’s) of $5,000 or more? (APP 30-705, t: APP 30-718 « 

12. What publicity is given to Chamber of Commerce or other local organiza- 
tions and media? 

13. How are requests for information handled? Publicity? 

14. How are Joint Determinations handled? (APP 30-714, b and c; AR 715-38 
IV 10c.) 

15. How are Certificates of Competency handled? (APP 30-715 e; AR 715-3 
IV 10j.) 

16. How are bidders’ lists requests handled ? 

17. What difficulties, if any, are encountered in 13, 14, 15, or 16 above? 

18. What action is taken by the Small Business Specialist to recommend uni- 
lateral set-a-sides for small business to the Contracting Officer? (APP 30— 
714d.) 

a. On IFB’s? 
b. On RFP's? 
ec. In assisting Commands? 

19. What action has been taken by the Small Business Specialist to implement 
the Small Business Subcontracting Policy? (AR 715-3 See III, Change 4.) 

20. Are prime contractors names supplied to small business concerns? (To 
what extent?) 

21. Does the Small Business Specialist have current copies of : 

a. ASPR? 

b. APP? 

ec. Implementing instructions by Heads of Procuring Activities? (On need 
basis?) 

22. Does the Small Business Specialist have a written Standard Operating 
Procedure? 

23. Is the Small Business Specialist conversant with procurement regulations 
and procedures? 

24. What is the Small Business Specialists relationship with procurement 
personnel ? 

Additional pertinent information gathered as a result of conversations, 
ete., with personnel of this installation with respect to Small Business. 

Mr. Askrns. I thought possibly it might be of interest to see how 
we are checking on these specalists and “the job they are doing con- 
stantly, because I feel it behooves us to keep topnotch personnel in 
these jobs, if we are going to doa job for small business. 

Mr. Weapock. Do you mean when your inspector general makes a 
review of the six armies and technical services that one of these check 
sheets is in his possession and he delves into the small-business pro- 
gram / 

Mr. Askins. Yes, sir. 

Mr. Werapock. That is splendid. 

Mr. Askins. That is something that I have been shooting for for a 
long, long time, and about 9 or 10 months ago we did it at the Army 
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level and then sold it to the Deputy Chief of Staff because that is an 
exact inspection. Now we have sold it to the inspector general of each 
one of the technical services to do it within their respective technical 
services. 

Mr. Weapock. Who does the inspector general report: back to! 

Mr. Asxrns. To the commanding general of each one of the armies 
or to the chief of the respective technical services. 

Mr. Werapock. What do they do with the findings? 

Mr. Asxrns. They correct them. 

Mr. Weapock. Do they coordinate with you at all ? 

Mr. Asxrns. They do; and also corrective action is followed up. 

Mr. Weapock. They never came back to Mr. Higgins’ office. 

Mr. Asxrns. That is up to me, whether I bring it to his attention 
or not. 

We in the Department of the Army have constantly endeavored to 
comply with the intent and desire of Congress, and referring back to 
what I previously said, we are fully cognizant of the laws that con- 
tain small-business reference and cite the intent and desires of the 
Congress. Public Law 413 was the first, I think, to really set forth 
what was the intent and desire of the Congress and we have extracted 
certain portions of it. 

(The document referred to follows:) 


EXHIBIT 7 


[Extracts from existing public laws relating to the Government small-business policy, 
prepared by Army small-business adviser, June 17, 1957] 


ARMED SERVICES PROCUREMENT ACT OF 1947 AS AMENDED 
(Public Law 413, 80th Cong. Approved February 19, 1948) 


Section 2 (b): “It is the declared policy of the Congress that a fair proportion 
of the total purchases and contracts for supplies and services for the Govern- 
ment shall be placed with small-business concerns.” 

Section 3: “Advertisement of bids shall be a sufficient time previous to the 
purchase or contract.” 

“Specifications shal! permit full and free competition as is consistent with the 
procurement of types of supplies and services necessary to meet the requirements 
of the agency.” ; 

“Invitations for bids shall permit full and free.competition as is * * *.” 

“All bids or invitations for bids shall contain in their specifications all the 
necessary language and material required and shall be so descriptive both in its 
language and attachments thereto in order to permit full and free competition. 
Any bid or invitation to bid which shall not carry the necessary descriptive 
language and attachment thereto, or if such attachments are not available or 
accessible to all competent, reliable bidders, such bid or invitation to bid shall 
be invalid and any award or awards made to any bidder in such case shall be 
invalidated and rejected.” 


DEFENSE PRODUCTION ACT OF 1950 
(Public Law 774, 81st Cong. Approved September &, 1950) 


Section 2151: Encouragement of small business: allocation of supplies to 
business. 

Section 2151 (a): “It is the sense of the Congress that small business enter- 
prises be encouraged to make the greatest possible contribution toward achieving 
the objectives of this act.” 

Section 2163 (a): Small Defense Plants Administration—creation; independ- 
ent agency. 

Section 2163 (f): “Certification of small business concern as conclusive pro 
portionment of business, allocation of materials and supplies * * *.” 
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“* * * The Congress has as its policy that a fair proportion of the total pur- 
chases and contracts for supplies and services for the Government shall be 
placed with small-business concerns * * *.” 

Section 2163 (1) : ‘Fair charge for the use of Government-owned property.” 

“To the fullest extent the Administration deems practicable, it shall make a 
fair charge for the use of Government-owned property and make and let con- 
tracts on a basis that will result in a recovery of the direct costs incurred by the 
Administration.’ 


Trrite II, SMALL BUSINESS AcT OF 1955 
(Public Law 163, 88d Cong. Approved July 30, 1953) 


Section 202: “* * * security and well-being cannot be realized unless the actual 
and potential capacity of small business is encouraged and developed.” (Fur- 
ther stated) “It is the declared policy of the Congress that the Government should 
aid, counsel, assist and protect insofar as it is possible the interests of small-busi- 
ness concerns in order to preserve free competitive enterprise, to insure that a 
fair proportion of the total purchases and contracts for supplies and services for 
the Government be placed with small-business enterprises, and to maintain and 
strengthen the overall economy of the Nation’ 

Section 207: SBA power to loan small-business money. 

Section 212 (d): Power to certify firms with respect to their competency, as 
to capacity and credit, to perform a specific Government procurement contract. 


SMALL BoustIness Act OF 1953, AMENDED 1955 
(Public Law 268, 84th Cong. Approved Augusi $9, 1955) 


The purpose of this atrendment was to clarify certain portions of the Small 
Business Act of 1953 


DEFENSE PRODUCTION ACT AMENDMENTS OF 1955 
(Public Law 295, 84th Cong. Approved August 9, 1955) 


“In order to further the objectives and purposes of this section (sec. 701 of 
the Defense Production Act of 1950), the Office of Defense Mobilization is directed 
to investigate the distribution of defense contracts with particular reference to 
the share of such contracts which has gone and is now going to small busi- 
ness * * * either directly or by subcontract * * *.” “* * * review policies 
and procedures and administrative arrangements now being followed in order 
to increase participation by small business in the mobilization program * * *” 
“to explore all practical ways, whether by amendments to laws, policies, regula- 
tions, and administrative arrangements (or otherwise) to increase the share of 
defense procurement going to small business * * *.” “* * * and to make a 
report to the President and the Congress * * * encompassing (among other 
things) specific recommendations by the office of Defense Mobilization for further 
action to increase the share of procurement going to small business.” 


DEPARTMENT OF DEFENSE APPROPRIATION ACT OF 1957 
(Public Law 639, 84th Cong. Approved July 2, 1956) 


Section 609: “Insofar as practicable, the Secretary of Defense shall assist 
American small business to participate equitably in the furnishing of commodi- 
ties and services financed with funds appropriated under this act by making 
available or causing to be made available to suppliers in the United States, and 
particularly to small independent enterprises, information, as far in advance as 
possible, with respect fo purchases proposed to be financed with funds appro- 
priated under this act, and by making available or causing to be made available 
to purchasing and contracting agencies of the Department of Defense informa- 
tion as to commodities and services produced and furnished by small independent 
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enterprises in the United States, and by otherwise helping to give small business 
an opportunity to participate in the furnishing of commodities and services 
financed with funds appropriated by this act.” 

Section 626: “* * * Provided further, That no funds herein appropriated 
shall be used for the payment of a price differential on contracts hereafter made 
for the purpose of relieving economic dislocations.” 

Mr. Asxins. Public Law 774, the Defense Procurement Act of 
1950, as amended, furnished further amplification of the desires of 
the Congress. Public Law 163, as amended, as you well know, is the 
Small Business Act of 1953, and created the Small Business Adminis- 
tration. We work very closely with the SBA, and I think we have : 
better relation than ever since I have been with the Army, since Jan- 
uary 3, 1953. 

Public Law 268, the Small Business Act, as amended in 1955, gave 
additional powers to the Small Business Administration. I think it 
strengthened areas such as the set-aside area; also strengthened the 
field of certificates of competency. It also gave to the Small Business 
Administration a stronger mandate, as far as the definition of small 
business is concerned. 

And then last, but not least, Public Law 639, which is the Defense 
Appropriation Act of 1957, is a statute which we feel in the Depart- 
ment of the Army, we have no way of getting around. It states that 
the Congress does not want to spend any appropriated moneys for 
price differentials or for economic dislocations. So, at the same time 
we are thinking about the intent and desire of the Congress, and at 
the same time we know that we have entered into a joint agreement 
when it comes to a set-aside procedure, we also must remember that 
we can’t go contrary to this part of the law, so therefore we do our 
best to do what we can for small business. 

I prefer the partial set-aside, because it does give small business a 
second chance, or second look, at a procurement and a chance to meet 
the price. 

The policy paper of the Army, is Army Regulation 715-3, and at- 
tached thereto is change No. 4, which made minor changes.” 

Exhibit 8, which follows, has been provided for you and not to 
reiterate what has already been said here, but showing some of the 
small-business aids that we offer to small business, and a separate 
document that we have made up which Mr. Higgins referred to in 
the red book. 


17 Retained in committee files. 
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ExHIBIT 8 


SMALL BUSINESS AIDS 
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Mr. Asxins. We have made this a separate document for the simple 
reason we found it such a great help to small-business people. It is an 
alphabetical listing by State, showing the installations within each 
State and the typical types of items they buy. ‘There are located at 
these installations sample and item displays and exhibits. 

(The document referred to follows :) 


EXHTsIT 9 


DEPARTMENT OF THE ARMY INSTALLATIONS HAVING SAMPLE DISPLAYS AND/OR 
ITEM EXHIBITS 


Alabama: 
Birmingham Ordnance District, Typical items of Ordnance supply and 
2120 North Seventh Avenue, ammunition. 


Birmingham, Ala. 

Redstone Arsenal, Huntsville, Ala. Typical guided missile, electronic com- 
ponents, and ground handling equip- 
ment parts. 

California : 

Bay Area Army, Terminal Center, 


Fort Mason, Calif. 


Anchors, anchor chain, boat fenders, 
boat hooks, caulking materials, gask- 
ets, marine electrical components, 
marine hardware, rigging equipment, 
turnbuckles. 

M23 igniter ; M25A1 grenade; M1 porta- 
ble decontaminating apparatus; M15 
grenade; AN—MA grenade; M2A1 in- 
cendiary equipment destroyer; M4A2 
floating smoke pot; M9A1 mask; 
AN-M50A3 bomb; M4 dust respira- 
tor; M5A1 kit, protective ointment; 
M8 kit, gas mask, repair; M1 set, gas, 
identification, detonation; cup, M74 
fire bomb; filter, particulate, M6, col- 
lective protector; case, M31 incendi- 
ary bomb cluster; case, E43R1 incen- 
diary bomb; M7 kit, vesicant protec- 
tor crayon. 

Typical items of Ordnance general sup- 
ply and ammunition. 


San Francisco Chemical Procure- 
ment District, 1515 Clay Street, 
Oakland 12, Calif. 


San Francisco Ordnance District, 
Post Office Box 1829, 1515 Clay 
Street, Oakland 12, Calif. 

Los Angeles Ordnance District, 55 
South Grand Avenue, Pasadena 
2, Calif. 

Georgia : - 

Atlanta Chemical Procurement Dis- 
trict, 44 Broad Street NW., At- 
lanta, Ga. 


Typical items of Ordnance general sup- 
ply and ammunition. 


M23 igniter; M25A1 grenade; M1 porta- 
ble decontaminating apparatus; M15 
grenade; AN-MA grenade; M2A1 in- 
cendiary equipment destroyer; M4A2 
floating smoke pot; M9A1 mask; can- 
ister, M11; AN-M50A3 bomb; M4 
dust respirator; M1 kit, testing cloth- 
ing impregnation; M1 kit, protective 
ointment; M3 kit, gas mask, repair; 
adapter, 500-lb. cluster, M25; M1 set, 
gas, identification, detonation; con- 
tainer, set, gas identification detona- 
tion, B-18-21-39 ; M74 bomb; M142A1 
fuze assembly. 


South Atlantic Division, Corps of Representative types of items pur- 





Engineers, United States Army, 
Post Office Box 1889, 536 Old Post 
Office Building, Atlanta 1, Ga. 





chased by Corps of Engineers which 
are considered adaptable to local 
manufacturing facilities. 
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Illinois : 
Chicago Chemical Procurement 
District, 226 West Jackson Bou- 
levard, Chicago 6, Il. 


District, 209 
Chi- 


Chicago Ordnance 
West Jackson Boulevard, 
cago 6, Ill. 

Chicago Procurement Office, Corps 
of Engineers, United States 
Army, 226 West Jackson Boule- 
vard, Chicago, Il. 

Chicago Quartermaster Market 
Center System, 226 West Jack- 
son Boulevard, Chicago 9, Ill. 

Ordnance Ammunition Command, 
Joliet, Il. 


Indiana : 
Indiana Arsenal, Charlestown, Ind. 
Kingsbury Ordnance 
Porte, Ind. 


Plant, La 


Iowa: 
lowa Ordnance Plant, Burlington, 
Iowa. 
Kentucky : 
The Armored Center, Fort Knox, 


Ky. 
Lexington Signal Depot, Lexing- 
ton, Ky. 
Maryland : 
Ordnance Assembly Plant, Build- 
ing No. 1000, Army Chemical 


Center, Md. 
Massachusetts: 

Boston Ordnance District, Boston 
Army Base, Boston 10, Mass. 

Boston Sub Office, New York 
Chemical Procurement District, 
Boston Army Base, Boston 10, 
Mass. 


94187—57——5 


Continued 


INSTALLATIONS HAVING SAMPLE DISPLAYS AND/OR 
ITEM EXHIBITS- 


Continued 


M23 igniter; M25A1 grenade; M1 port- 
able decontaminating apparatus ; M15 
grenade; AN-MA grenade; M2A1 
incendiary equipment destroyer ; 
M+4A2 floating smoke pot; carrier, 
M11; M9A1 mask; canister, M11; 
AN-M50A3 bomb; M4 dust respira- 
tor; M1 kit, testing, clothing impreg- 
nation; M5A1 kit, protective oint- 
ment; M3 kit, gas mask, repair; M1 
set, gas, identification, detonation; 
M74 bomb; container, M4A2 smoke 
pot; M142A1 fuze assembly. 

Typical items of Ordnance general sup- 
ply and ammunition. 


Representative types of items 
chased by Corps of Engineers. 


pur- 


All subsistence items 


Armed Forces. 


purchased for 


Ordnance ammunition and components 
(shell cases, boosters, bursters, fuzes, 


detonators, tracers, igniters, land 
mines, etc). 

Ordnance ammunition—single base 
smokeless powder. 

Ordnance ammunition components 


(fuzes, 20-mm. cartridges, 
nades, etc.). 


rifle gre- 


Ordnance ammunition 
(fuzes and boosters). 


components 


Engineer Board. Plumbing and elec- 
trical supplies, Ordance Board. All 
kinds of tools, Transportation Board. 
Vehicle parts, Medical Research 
Soard. All kinds of laboratory mate- 
rials, Medical Supply Board. Empty 
medical boxes, types of medicines 
they buy, Quartermaster’ Board. 
Paper and office supplies, athletic 
goods. 

Parts and components of communica- 
tions equipment. 


Chemical ammunition and related com- 
ponents. 


Typical items of Ordnance general sup- 
ply and ammunition. 
M23 igniter; M25A1 grenade; M1 port- 


able decontaminating apparatus; 
M15 grenade; AN-MA grenade; 


M2A1 incendiary equipment destroy- 
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Continued 


SAMPLE DISPLAYS AND/OR 


ITEM Exuisitrs—Continued 


Massachusetts—Continued 


QM Research and Development 
Command, QM Research and 
Development Center, Natick, 
Mass. 

Springfield Armory, Springfield 1, 
Mass. 

Springfield Ordnance District, 
Springfield Armory, Springfield, 
Mass. 

Watertown Arsenal, Watertown, 
Mass. 

Michigan: 
Detroit Ordnance District, 574 


East Woodbridge Street, Detroit 
31, Mich. 


Missouri: 
Lake City Arsenal, Independence, 
Mo. 


St. Louis Ordnance District, 1016 
Olive Street, St. Louis 1, Mo. 
New Jersey : 
Picatinny Arsenal, Dover, N. J. 


Raritan Arsenal, Metuchen, N. J. 


New Mexico: 

Wingate Ordnance Depot, 

N. Mex. 
New York: 

Signal Corps Supply Agency, New 
York Area Office, 46th Street and 
Northern boulevard, Long Island 
City 1, N. Y. 

New York Chemical Procurement 
District, 180 Varick Street, New 
York 14, N. Y. 


rallup, 


New York District, Corps of Engi- 
neers, United States Army, 111 
East 16th Street, New York 3, 
NY: 

New York Ordnance District, 180 
Varick Street, New York 14, N. Y. 

Rochester Ordnance District, Sib- 
ley Tower Building, Rochester 4, 
N. ¥. 


er; M4A2 floating smoke pot; carrier, 
Mil; M9A1 mask; canister, M11; 
AN-M50A3 bomb; M831 cluster, with 
fins ; M4 dust respirator; M1 set, gas, 
identification, detonation. 

Various major Quartermaster items 
(such as boots, shoes, uniforms, tents, 
ete.). 

Small arms (pistols, rifles, machine- 
guns) and components. 

Typical items of Ordnance general sup- 
ply and ammunition. 


Typical items of Ordnance general sup- 
ply. 


Typical items of Ordnance general sup- 
ply and ammunition. 


Small Arms ammunition components. 


Typical items of Ordnance general sup- 
ply and ammunition. 


Typical Ordnance ammunition compo- 
nents (bombs, grenades, pyrotechnics, 
ete.). 

Typical Ordnance cleaning and preserv- 
ing material. 


Typical items of Ordnance general sup- 
ply. 


Parts and components of communica- 
tions equipment. 


M23 igniter; M25A1 grenade; M1 port- 
able decontaminating apparatus ; M15 
grenade; AN-MA grenade; M2A1 in- 
cendiary equipment destroyer; M4A2 
floating smoke pot; M9A1 mask; AN- 
M50A3 bomb ; M6 collective protector ; 
M31 cluster, with fin; E26 tank col- 
lective protector ; M4 dust respirator ; 
M1 kit, testing, clothing impregna- 
tion; M5A1 kit, protective ointment ; 
M3 kit, gas mask, repair; M1 set, gas, 
identification, detonation; M116A1 
fire bomb; M74 bomb. 


Representative types of items purchased 


by Corps of Engineers which are con- 
sidered adaptable to local manufac 
turing facilities. 


Typical items of Ordnance general sup- 


ply and ammunition. 


Typical items of Ordnance general sup- 


ply and ammunition. 
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-Continued 


DEPARTMENT OF THE ARMY INSTALLATIONS HAVING SAMPLE DISPLAYS AND/OR 
IreM Exuisits—Continued 


Ohio: 

Ravenna Arsenal, Apco, Ohio. 

Cincinnati Ordnance District, Big 
Four Building, Cincinnati 2, Ohio. 

Cleveland Ordnance District, 1367 
Hast Sixth Street, Cleveland 14, 
Ohio. 

Columbus General Depot, Colum- 
bus 15, Ohio. 


Erie Ordnance Depot, Fort Clinton, 
Ohio. 

Rossford Ordnance Depot, Toledo, 
Ohio. 

Pennsylvania: 

Frankford Arsenal, Bridesburg Sta- 
tion, Philadelphia 37, Pa. 

Philadelphia District, Corps of 
Engineers, United States Army, 
2635 Abbottsford Avenue, Phil- 
adelphia 29, Pa. 

Philadelphia Ordnance District, 128 
North Broad Street, Philadelphia, 
Pa. 

Philadelphia Quartermaster Depot, 
2800 South 20th Street, Philadel- 
phia 45, Pa. 

The Army Signal Supply Agency, 
225 South 18th Street, Philadel- 
phia 3, Pa. 

Pittsburgh Ordnance District, 200 
Fourth Avenue, Pittsburgh 22, 
Pa. 

Tobyhanna Signal Depot, Toby- 
hanna, Pa. 

Tennessee: 
Milan Arsenal, Milan, Tenn. 


Texas: 
Dallas Chemical Procurement Dis- 
trict, 1114 Commerce Street, 
Dallas 2, Tex. 


General Ordnance supply items. 

Typical items of Ordnance general sup- 
ply and ammunition. 

Typical items of Ordnance general sup- 
ply and ammunition. 


Special-purpose vehicles, laundry and 
dry-cleaning equipment, repair parts, 
refrigeration equipment, soaps and 
detergents, furniture, office supplies, 
kitchen utensils and equipment, pa- 
pers, drums and cans, mess gear. 

General Ordnance supply items. 


Typical tools and equipment items. 


Electronic and optical fire-control items 
and components. 

Representative types of items’ pur- 
chased by the Corps of Engineers 
which are considered adaptable to 
local manufacturing facilities. 

Typical items of Ordnance general sup- 
ply and ammunition. 


Clothing, textiles, footwear, and related 
items. 


Parts and components of communica- 
tions equipment. 


Typical items of Ordnance general sup- 
ply and ammunition. 


Parts and components of communica- 
tions equipment. 


General Ordnance supply items, and 
ammunition. 


M23 igniter: M25A1 grenade; M1 port- 
able decontaminating apparatus; 
M15 grenade; AN-MA grenade; 
M2A1_ incendiary equipment de- 
stroyer; M4A2 floating smoke pot; 
M9A1 mask; AN-M50A3 bomb; M31 
cluster, with fin; M4 dust respirator ; 
M1 kit, testing, clothing impregna- 
tion; M5A1 kit, protective ointment : 
M3 kit, gas mask, repair; M1 set, 
gas, identification, detonation; M114 
bomb; M74 bomb; M7 500-lb. cluster. 
fin assembly, with packing container - 
M1 and M2 105 mm. and 155 mm. ecan- 
ister; M4 155 mm. canister; M5 5-in. 
projectile canister; M1 smoke pot: 
M5 smoke pot; component, burning 
type grenades, and packing con- 
tainer; M201A1 fuze assembly; 
84R4 fuze assembly. 
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ExHIBIT 9—Continued 


DEPARTMENT OF THE ARMY INSTALLATIONS HAVING SAMPLE DISPLAYS AND/OR 
ITEM ExuHisrts—Continued 
Texas—Continued 
Longhorn Ordnance Works, Mar- Items of Ordnance general supply and 


shall, Tex. ammunition. 
Red River Arsenal, Texarkana, Typical Ordnance general supply items. 
Tex. 
Utah: 
Tooele Ordnance Depot, Tooele, Typical Ordnance general supply items. 
Utah. 
Washington: 
Seattle District, Corps of Engi- Representative types of items  pur- 
neers, United States Army, 4735 chased by the Corps of Engineers 
East Marginal Way, Seattle 4, which are considered adaptable to 
Wash. local manufacturing facilities. 


Mount Rainier Ordnance Depot, Typical Ordnance general supply items. 
Tacoma, Wash. 

Mr. Asxrins. Army small-business policy and procedures are built 
upon the principle of equitable opportunity. I would like to expand 
upon this because it is something that I really feel as a policy and 
ne sn, we should follow it, and if we do follow it, that we will 
ye sure to carry out the intent and desire of the Congress. At the 
same time, I feel that small business will get its fair share if we carry 
it out to the letter. And that is, if we give small business an equitable 
opportunity. 

If I may, I would like to pursue this subject in detail because to 
me it is something I have promoted, something I have worked for 
closely with the De partment of Defense. It was adopted by the De- 
partment of Defense as a sound policy and it is something that I am 
very keenly interested in. I would like to present this exhibit for the 
record. 

(The exhibit follows :) 


ExHIsBIT 10 
EQUITABLE OPPORTUNITY 


An equitable opportunity exists when the following conditions are met: 

1. When small-business firms are afforded the opportunity of being placed on 
all bidders’ meiling lists for which they are qualified. 

2. When small-business firms are on bidders’ mailing lists, they receive invita- 
tions for bids and/or requests for proposals. 

3. When bidders’ lists are too large to go to all sources, and as a result the 
bidders’ list is rotated, there is a pro rata share of small-business firms included 
in those firms solicited. 

4. When the quantities are appropriate or partial bidding is permitted. 

5. When specifications are adequate and clear. 

6. When drawings are available and understandable. In those isolated in- 
stances where drawings are not available the invitations for bids or requests 
for proposal state where drawings can be reviewed. 

7. When delivery schedules are realistic and reasonable. 

8. When sufficient time has been allowed for the preparation of a bid or pro- 
posal. 

9. Proposed procurements of $10,000 or more are publicized in the Department 
of Commerce synopsis. 


(Prepared by office of the Army small-business adviser, June 17, 1957.) 


There are these nine points, and I would like, if I may, to go down 
them one by one. 

An equitable opportunity exists when the following conditions are 
met: 

1. When small-business firms are afforded the opportunity of being 
placed on all bidders’ mailing lists for which they are qualified. There 
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should be no exclusion from a bidders’ list. Ifa man will make appli- 
‘ation, give the proper information as proof that he is waned, we 
are more than happy to accept him as a qualified bidder. 

2. When small-business firms are on bidders’ mailing lists, they re- 
ceive invitations for bids and/or requests for proposals. 

It is no good to be on the bidders’ list, if you are not going to be 
solicited. 

3. When the bidders’ list are too large to go to all sources, and as a 
result the bidders’ list is rotated, there is a pro rata share of small- 
business firms included in those on ms s aoe sited. 

An example of this is; if there are a thousand on a bidders’ list, 600 
large businesses and 400 small, we are merely saying here if you only 
solicit a hundred people, there should be 60 large and 40 small busi- 
nesses. I feel that that isa fair shake. 

4. When the quantities are appropriate or partial bidding is per- 
mitted. 

There exists an equitable opportunity when specifications are 
adequate and clear. 

6. When drawings are available and understandable. In those iso- 
lated instances where drawings are not available, the invitation for bid 
or request for proposals state where the drawings can be reviewed. 
I have heard of some occasions when a man has gone from one pro- 
curement office to another or been referred to another procurement of- 
fice and still after 4 or 5 different contacts has had to go to a different 
location to just see drawings. 

On one recent military construction job there were about 400 draw- 
ings connected with the invitation to bid. 

We also feel that there exists an equitable opportunity when the 
following condition is met: 

7. When the delivery schedules are realistic and reasonable; and 

8. When there is sufficient time allowed for preparation of a bid or 
proposal. 

This latter point is something we are constantly fighting for, to try 
to get more time on; more lead time for a small-business man to pre- 
pare his bid. And last, nine. We utilize the Department of Com- 
merce synopsis in publicizing all procurements that we are going to 
make, that exceed $10,000. 

Senator Bratz. Where does that synopsis go ? 

Mr. Askins. That synopsis, sir, is available to the public for $7 a 
year, 5 days a week, and anyone that wishes to may subscribe to it. 
There are about 19—I believe I am correct on this—19,000 paid sub- 
scribers to it and about 2,000 gratuitous copies at the moment. 

Senator Brete. Thank you. 

Mr. Askins. A small-business firm shouldn’t lean on or depend on 
the synopsis as the sole source. Getting on the bidders’ list is the thing, 
but if a company wants to see what is currently being bought, the 
synopsis gives an indication of where to go on certain items. 

Immediately following this chart on equitable opportunity, I have 
included a Department of Army Form 1877, which is a presolicitation 
checklist which the contracting officer is directed to accomplish on a 
presolicitation basis, before going out to industry, to be sure that an 
equitable opportunity policy is carried out. 
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(The document referred to follows :) 


EXHIBIT 11 


T OF ISSUAN F 
a eee REPORTS CONTROL SYMBOL 


DATA ON PROPOSED PROCUREMENT ACTION CSGLD 865 


(APP 30-713C) 


INSTRUCTIONS 


Form to be prepared is triplicate. The first | Original will be forwarded tothe Senior Small 
portion will be completed by the Contracting Business Specialist of the appropriate tech- 
Officer or his authorized representative asd sical service or the ZI Army. One copy will 
Block 23 will be completed by the Army Smal! be retained by the Army Smali Business Spe- 
Business Specialist or Representative of the | cialist or tbe Army Small Busisess Represes- 
field purchasing office for each unclassified tative of the field purchasing office making 
proposed procurement of $5,000 or more to be the procurement. The second copy will be re- 
made ia tbe Continental United States. The turned to the permanent contract file. 


FROM (Complete name and mailing address of inatallation- 
Include Stetion Number) 


ATTENTION: Senior Small Business 
1. 1F8 OR RFP +UMBER 2. ESTIMATED DOLLAR VALUE OF PROCUREMENT 


+ GIVE BRIEF DESCRIPTION OF ITEMIS) 


(Check one) Is. 1S PROCU REWENT. “SYNOPSITED (Check one) 


(J aovertiseo () necotiateo | C) ves Cw 


ay ; 
EM PROCUREABLE FROM SMALL7. ARE QUANTITIES APPROPRIATE FOR PROCURE-|6. OES IFB OR RFP PERMIT BIDDING 
MENT FROM SMALL BUSINESS? OW PARTIAL QUANTITIES? 

© ves Cowo 


{J ves (wo (J ves (1 00 
« PREFERENTIAL TREATMENT 


TC) wowe (7) smALL BUSINESS SET aSIDE (J LABOR SURPLUS AREA-SET ASIDE T—) DISASTER AREA-SET ASIDE 














10. KUMBER OF FIRMS ON ITEM BIDDERS’ LIST F WUMBER OF FIRMS ORIGINALLY SOLICITED 
TOTAL LARGE BUSINESS SMALL BUSINESS | rorat LARGE BUSINESS [Small BUSINESS 
i aes ‘ — 
12. 'F OWLY PARTIAL LIST 1S SOLICITED! 13. 'FB OPENING DaTE 19. RFP DUE DATE 
WHAT PERCENTAGE + j 
dei ang hnmammeneean oni A. aammpeoas _aeeee <a a ERR SNE 
15. CHECK wmich tS USED (1) FED. spec. Co) wits o€veation (1 ves Cow (2) wtc. spec. (2) wire oeviarion 
[ves Cl wo (3) orwen spec.) (4) Puacwase vescarprion() (6) “ow equac® rree CD 
Saitieeictenianimninitineinmtcee a saipaeeenemieliunen —————— 
16. ARE ORAWINGS FURNISHED WITH IFB OR RFP? | 17. 1F ANSWER !S "WO" ARE THE PROSPECTIVE CONTRACTORS 


ADVISED AS TO WHERE DRAWINGS CAN BE INSPECTEO? 
C@ ves C wo 


| 
| 


Ores Cuno 
_IF UNDER SET ASIDE POR _ wet. gpereees 


8. 1S 17 A 1OOS SMALL BUSINESS SET ASIDE? ]19.!S IT A PARTIAL SMALL BUSINESS SET ASIDE’] 20.1F PARTIAL-INDICATE PERCENTAGE 
P a age Fe | SET ASIDE FOR SMALL BUSINESS 
$ 


CO ves Ci x0 Tres Colne | 


— - EE ae ee aE Dee ————— 


NUMBER OF COPIES OF BID SETS, SPECIFICATION AND DRAWING Jestimat TED COST OF FURNISHING SETS TO SBA 
FURNISHED SMALL BUSINESS ADMINISTRATION $ 


TYPED WAME OF CONTRACTING O c 22. SIGNATURE OF CONTRACTING OFFICER OR HIS AUTHORIZED 


21. 
REPRESENTATIVE 


TO BE COMPLETED BY FIELD SMALL BU SINESS SPECIALIST OR SMALL BL SINESS REPRESENTATIVE — 


HAS SMALL BUSINESS BEEN GIVEN AN EQUITABLE OPPORTUNITY TO COMPETE? i 1 vES C) no 
1F "WO" HAS THE CHIEF OF THE PURCHASING OFFICE BEEN NOTIFIED? CJ ves [J NO 
TS AREVISION OF SPECIFICATIONS [15 THE BIDDING TIME Tif “NO” STATE NUMBER OF 1S THE DELIVERY SCHEDULE 
RECOMMENDED? ADEQUATE? (APP 202b) DAYS ALLOWED | REALISTIC AND PeASonsBLer 
: ' CJves [ ¥ YES N 
ves l 


SIGNATURE OF SMALL BUSINESS SPECIALIST OR SMALL 
BUS INE REPRESENTATIVE 





7 1877 GOVERNMENT PRINTING OFFICE 1957 O-— 41196) 
1 aa 0 


The contracting officer himself prepares and executes through item 

22 and signs the form. It is given to the small-business specialist, who, 
in turn, reviews and fills out item 23. In the event that he feels that 
an equitable npbereenny has not been given to small business, it is 
then his duty to call it to the attention of the chief of the purchasing 
office that this pt al opportunity has not been given in order that 
corrective action can be taken. 
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One copy of this form is put into the file, the contract file; one copy 
is retained by the small-business specialist and one copy is sent to the 
small-business adviser of each of the technical services and/or Army 
headquarters, in order that they may review what their small-business 
people are doing in the field, and to assure that Army policy is being 
complied with. 

Immediately following the form are the explicit instructions relat- 


ing thereto. 
(The document referred to follows :) 


Exuisit 12 


INSTRUCTIONS IN ARMY PROCUREMENT PROCEDURE WITH REFERENCE TO PREPARATION 
oF DA Form 1877, SuBsect: “DATA ON PROPOSED PROCUREMENT ACTION” 


2-250 DISTRIBUTION OF INVITATIONS FOR BIDS AND REQUESTS FOR PROPOSALS.— 
In addition to the distribution of invitations for bids or requests for proposals 
to prospective bidders referred to in ASPR 2-—202.1 and 3-101; and APP 2-202.1 
and 3-101¢ additional distribution shall be made as follows: 

(a) Procurement Information Center.—One copy of every unclassified request 
for proposals which is subject to being published in the Department of Commerce 
publications “Synopsis of United Government Proposed Procurement, Sales, and 
Contract Awards” (ASPR 2-206.1 and 3—106.1) and one copy of every unclassified 
invitation for bids and one copy of every amendment to each such request for 
proposals or invitation for bids, shall be sent directly, on the date issued, to the 
Procurement Information Center, Office of the Deputy Chief of Staff for Logis- 
tics, Department of the Army, Old Post Office Building, Washington 25, D. C. 
Letters of transmittal are not necessary. 

(b) Small-business specialist or small-business representative at purchasing 
office—One copy of each invitation for bids or request for proposals and amend- 
ments thereto, described in (a) above, will be supplied for display purposes 
(ASPR 2-202.2) to the small-business specialist or small-business representative 
at the purchasing office of issuance. Three copies of DA Form 1877, properly 
completed by the contracting officer or his authorized representative in accord- 
ance with instructions contained in APP 30—-713c (1 will then be completed by 
the small-business specialist or small-business representative in accordance with 
the referenced instructions. ) 

30-705 Functions To Br PERFORMED BY SMALL-BUSINESS ADVISERS AND SPE- 
CIALISTS IN THE DEPARTMENT OF THE ARMY SMALL-BUSINESS PROGRAM. 

= a * + * * « 


(t) The small-business specialist of the purchasing office of issuance, or the 
contracting officer at class I installations, will review the entries in items 1 
through 22 on DA Form 1877, received by him in acocrdance with APP 2—250b, 
to assure that small business has been afforded an equitable opportunity to com- 
pete for the procurement, In the event that the small-business specialist at the 
purchasing office, or the contracting officer at class I installations, considers that 
an equitable opportunity to compete for the procurement has not been afforded 
small business, he will bring to the attention of the commanding officer of the pur- 
chasing office the points in question so that corrective action can be taken. The 
original DA Form 1877 will then be completed and signed by the small-business 
specialist at the purchasing office, or the contracting officer at class I installations, 
in accordance with the instructions contained in APP 30-713c (2) and forwarded 
to the small-business adviser at the headquarters of the head of the appropriate 
procuring activity (ASPR 1-—201.4). One copy will be retained as a reference by 
the small-business specialist at the purchasing office, or the contracting officer at 
class I installations, for 3 months after the award of the contract or the com- 
pletion of action on the invitation for bids or request for proposals. The second 
copy will be signed by the purchasing office’s small-business specialist or the 
contracting officer at class I installations for retention in the contract file. 

(u) The small-business adviser at the headquarters of the head of the appro- 
priate procuring activity (ASPR 1-201.4) will utilize the completed original of 
DA Form 1877 to analyze preaward activities; (i) to insure that small business 
has been afforded an equitable opportunity to compete for the procurement, and 
(ii) for management and statistical purposes. 
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30-706 RESPONSIBILITIES FOR IMPLEMENTATION OF DEPARTMENT OF THE ARMY 
SMALL-BUSINESS PROGRAM. 


+ ~ * * 3 * * 


(f) Accomplishment of DA Form 1877 by class II and III installations.—AIl 
class II and III installations will accomplish DA Form 1877 in accordance with 
instructions set forth in APP 2-250, 3-106, 30-705 (t) and (uw) and 30-7138c. 

(g) Accomplishment of DA Form 1877 by class I installations.—Contracting 
officers at class I installations will accomplish DA Form 1877 in its entirety in 
accordance with instructions set forth in APP 2-250, 3-106, 30-705 (t) and (u) 
and 30-713c except that contracting officers will sign on lines 22 and 23, respec- 
tively. The original copy of DA Form 1877, will be submitted to the small-busi- 
ness adviser of the respective ZI army or Military District of Washington, United 
States Army, for review; the second copy will be placed with the preaward 
transaction file (APP 2—208a (1)); and the third copy will be retained by the 
contracting officer in chronological order for ready reference. The small-busi- 
ness adviser, upon making such a review, will bring to the attention of the com- 
mander of the installation any inequities therein which may negate small busi- 
ness receiving an equitable opportunity to compete. 

30-713 Recorps PERTAINING TO SMALL BUSINESS To BE MAINTAINED BY PRO- 
CURING ACTIVITIES AND FIELD PURCHASING OFFICES (OTHER THAN DD Form 350 
AND DA Form 377 REporTs). 

* * * * * * * 





(c) Preparation and transmittal of data on proposed procurement action (DA 
Form 1877) report control symbol CSGLD-866. 

(1) For each invitation for bids or request for proposals on a proposed un- 
classified procurement to be made in the continental United States, as described 
in APP 2-250a, which may result in awards of $5,000 or more, the contracting 
officer issuing the invitation for bids or request for proposals will prepare DA 
Form 1877 in triplicate. The signed DA Form 1877 (in triplicate) will be for- 
warded on the date of issuance (APP 2-250b) of the IFB or request for pro- 
posal to the small-business specialist of the purchasing office, or the contract- 
ing officer at class I installations, together with the copy of the IFB or request 
for proposal furnished to the small-business specialist or contracting officer for 
display purposes (ASPR 2-202.2). 

(2) The small-business specialist, or the contracting officer at class I installa- 
tions, will complete his portion of the DA Form 1877, sign and transmit the orig- 
inal copy of the form to the small-business adviser of the head of the procuring 
activity within two working days subsequent to distribution of applicable invi- 
tation for bids or request for proposals, one copy will be retained and the second 
copy returned to the permanent contract file. Letters of transmittal will not be 
used. 


Mr. Weapock. Mr. Askins, before you leave that, Senator Smathers, 
for one, and I believe others of the committee have commented here- 
tofore on their pleasure over this form having been adopted. This 
presolicitation review which pretty well assures small business will 
be given equal consideration. Do you know—of course we can ask 
later—but do you know of your own personal knowledge of a similar 
form the Air Force or Navy have adopted ? 

Mr. Asxtns. Yes, sir. In all due consideration of the Air Force, 
the basic idea was derived from the Air Force because they do have 
a similar check sheet between the small-business specialist and the 
contracting officer. The dissemination that it is given, at the time 
we reviewed it, was not as we make it for the simple reason that the 
Army felt that the chief of the technical services and Commanding 
General of the Armies should have their respective small-business 
advisers review these to see that the job is being done by the field. I 
thought also, that the contracting officer and the small-business spe- 
cialist, after they have done their job, that it should be reported to 
the commanding officer of the installation if it is felt that there is 
not an equitable opportunity given small business. 
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Mr. Amis. Is this form 1877 made available to the Small Business 
Administration represenative in case he wants to review it? 

Mr. Asxrns. This form is available to the Small Business Admin- 
istration representative to review with the small-business specialist. 
It is an internal document and the specified copies are adhered to and 
the copies of them are not available to any outside source. 

Mr. Amis. They can review it ? 

Mr. Asxrns. They can review it. 

Senator Brste. You may proceed. 

Mr. Asxins. Heretofore in appearing before this committee I have 
endeavored to use large charts, many statistics and to try to cover the 
entire operations of the Department of the Army, including the tech- 
nical services. This year the chairman has chosen to inv ite the tech- 
nical services, therefore, I have kept the statistical part of my pre- 
sentation very brief and I would like to proceed in that fashion. I 
will refer to tabular charts which I would like to include in the record 
at this point. 

(The chart referred to follows:) 


EXHIBIT 13 


Department of the Army awards to large and small business, July 1, 1956, to 
Var. 31, 1957 (new procurement basis )* 


Actions Dollars | Percent 
Total contracts awarded , 285, 938 | $3, 168, 812, 000 | 100 
Awarded to large business 274, 246 | 1,947,764, 000 | 61 
Awarded to small business 1, 009, 692 1, 221, 048, 000 | 39 
Negotiated by exceptions, 10 U. S. C. 2304 (a) (1) through 
(17) | 928, 6€8 657, 641, 000 54 
Formally advertised 83, 024 563, 407, 000 46 


! Does not include interdepartmental or interservice procurement. 


The total contracts awarded for the first 9 months of this fiscal 
year by the Department of the Army was 1,285,938 actions, and the 
total dollars exceeded $3.168,812,000. Of this amount, 61 percent or 
$1.947,764,000 were awarded to large business. This amounted to 
two-hundred and seventy-four-thousand-odd contracts. The balance 
awarded to small business involved those small procurements, of which 
there are many in the area of $10,000 and under. There were one 
million-nine-hundred-thousand-some-odd contracts going to small 
business, for a total amount of $1,221 million, or representing 39 per- 
cent of our procurement going to small business on a prime contract 
basis. 

This broken down into negotiated procurement and advertised, 
which the committee has a keen interest in: $657,641,000, or 54 per- 
cent was awarded on the basis of negotiation to small business and the 
balance of 46 percent or $563,407,000 was awarded to small business 
on the advertised basis. 

Mr. Weapock. Mr. Askins, I am looking at this arithmetical com- 
pilation here. Your total actions—you have about a million two 
hundred thousand. Are you doing anything besides either advertis- 
ing or negotiating? Your total negotiated or advertised only comes 
out to about a million. 
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Mr. Asxins. The reason the total does not balance is because this 
report is only $10,000 and above. 

Mr. Werapock. Everything below that would be off-the-shelf and 
are excluded ¢ 

Mr. Askins. Small purchases and actions less than $10,000 are not 
included. General Cassevant touched upon this and you also touched 
upon it with the Department of Defense. 

The next tabular chart showing procurement offered to small busi- 
ness but not awarded to small business follows: 


EXHIBIT 14 


Department of the Army procurement offered but not awarded to small business, 
July 1,1956, to Mar. 31,1957 (new procurement basis) * 











Reason | Actions Dollars 
a the os * | — —-—}- > 
| oad © 

No bid received from small business. 673 $72, 038, 000 

Low bid not from small! business ; ‘ 7, 120 477, 972, 000 

Low bid from small business not responsive - - 70 5, 949, 000 
Low bid from small business rejected on basis that the concern was not a | 

“responsible’’ bidder - 11 1, 348, 000 

Low bid from small business not acceptable for other reasons - 57 7, 663, 000 


INTL i icinantnsiscciteses le aa tells ea eines ae mang Mesmeamand % 931 564, 970, 000 
7 | 
1 Does not include interdepartmental or interservice procurement. 


It is a breakdown showing the reason, the number of actions and the 
dollar volume. I have made this chart available to the reporter, so I 
won’t go through the details. However, I would like to express this 
one opinion: As long as we try to stretch potential—we think we have 
a borderline item or procurement that we are going to buy and we 
think that smal] business might be able to make it, but we have never 
heard of a source, we are opening ourselves up for increasing potential 
and therein, when we show what we award to small business in a per- 
centage of potential, it gets further and further apart. If we are 
finding items that small business cannot compete for or cannot manu- 
facture and I think it is one thing that we should definitely take into 
consideration in screening items and proposed procurements. There- 
fore, if you offer it to small business and there is no bid, well we end 
up, possibly, and I don’t know that all of this will be the case because 
procurements are not all screened for small business, but this may not 
be in the suitable field, where there was no bid from small business, but 
there are $72 million which small business can bid on. 

In the area of those small businesses where we offered $477 million, 
that didn’t go to small business because they were not low bidder. 
Frankly, I don’t know what we in the Army can do. We can’t pay a 
price differential. This involves those set-asides where you had 
partial set-aside, and they refused to match the price. This $477 mil- 
lion also includes those procurements that had both large and small 
businesses competing among themselves and they still weren’t able to 
get the business. 

In the next table immediately following are the results of our sub- 
contracting program reports that we receive from our prime con- 
tractors, who agreed to participate in our defense small-business sub- 
contracting program. The number of reporting units were 64; the 
number of companies actually reporting, because there were companies 
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who chose to report by 2 divisions, rather than 1, were a total of 60, 
and by going to line 9, we have ascertained that 17.3 percent of the 
dollars that we gave to large business with million dollar contracts 
and above, was filtered down to small business on a first-tier subcon- 
tract basis, ana the dollars were sizable. 


EXHIBIT 15 


Defense subcontracting small business program, summary of reports of partici- 
{ I 
pating units, Dec. 31, 1956 


6-month total, 
all reporting 











Line | Item units, current 
No. | period 
| 
| (a) 
ai 7 . nina = - ssgfansiiapeimefiiattinsaieesitiriainestipiranintpet sine aeiigiiaan onan 
| Section I renorts from large business concerns: 
1 | Number of reporting units. git aes ox 64 
2 | Number of companies re} resented - a f i 60 
| ————s=s 
| Military subcontract and purchase payments to— 
3 Small business concerns — ave $113, 800, 000. 00 
4 | Large business concerns : F biel A eas 214, 967, 000. 20 
5 | ORE Rey PU FE Wc wodce peg aécn ch acccusgacenunscudupnebeaesaceusaee "428, 767, 000. 20 
Military contract receipts from 
6 Military procurement agencies-..- ‘ : 600, 213, 000. 90 
7} Business concerns. . . , : 53, 623, 000. 20 
| — —— 
8 | Tota! (line 6 plus line 7) - " €53, 837, 000. 10 
9 | Small business share: Percent of total receipts (line 3+line 8100) “17. 3 
| Section II reports from small business concerns; 

10 | Number of reporting units 34 
11 | Number of companies remranented . 5... <. 6 oan i cckccieenecnccnckoucnses 33 
| eee 

| Military subcontract and purchase payments to 
12 | Small business concerns $30, 407, 000. 10 
13 | Large business concerns. - - ; 21, + 540, 000. 70 
14 | Total (line 12 plus line 13) 47, 000. § 80 
| Military contract receiy ts from— 
15 | Military procurement agencies P : 59, 509, 000. 10 
16 | Business concerns : : 54, 39%. 000. 60 
|— 
17 | Total (line 15 plus line 16) | “13, 907, 000. 170 
18 | Small business share: Percent of total receipts (line 12+line 17100) ’ 26.8 Ss 


Senator Birnie. Was that reflected in your 39 percent ? 

Mr. Asxrns. No, sir, it is not. That is in addition to the 39 percent, 
but I would like for us not to make the mistake of feeling that we 

‘an add that 17.3 percent as a realistic figure to the 39 percent, because 
wec so in My opinion. 

No. 1, it is only a segment of the industry, our prime contracts of 
a million dollars and over. It can only give us a factor or trend. 
The percentage would have to be applied to the overall dollars award- 
ed to prime contractors in order to arrive at approximate total dollars 
that we estimate went to small business. It wouldn’t be realistic. 

Senator Brste. That 17.3 percent, is that going to small business 
using the same criteria apphed as in the prime awards; under the 
500 rule, not dominant and independently owned ? 

Mr. Asxkrns. That is correct. The reporting was designed on that 
basis and industry was only agreeable to accept it on ‘the basis in 
which they had been operating for some number of years. I think 
the Air Force, basically, started a reporting system on the aa on- 
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tracting even before the Army and they had geared industry for the 
criteria of 500 including affiliates and, therefore, we chose not to ask 
industry to change the ‘criteria, it being the same as ours. 

Mr. Weavock. Mr. Askins, I want to refer back to the figures on 
“Offered to but ; not awarded to small business”, Now is this potential 
or is this total? (See exhibit 14, p. 64) 

Mr. Asxrns. You are talking about offered, but not awarded ? 

Mr. Weapock. Yes. 

Mr. Askins. It is total. It is not potential. 

Mr. Weapock. Mr. McGuire’s office, when he reports this same 
kind of a breakdown, he only depicts the potential. Why do you 
break it out differently ? 

Mr. Asxrns. I didn’t come prepared to give you the potential, be- 

cause it has been our contention before the House Small Business 
Committee this year and it still is our contention that the only really 
factual figures that we have to offer are those that we actu: lly award 
to small business. 

You have to remember there is the human element involved. We 
do have the figures and will be glad to submit them for the record. 

(The figures are as follows :) 


EXHIBIT 16 


Department of the Army procurement dollars awarded * 





1953 1954 1955 1956 9 months 9 months 
| 1956 | 1957 
Total obligated doll irs 2. as 7,077 4, 560 5, 296 | 4,429 2, 672 2, 991 
Dollars suitable 2 3, 524 2, 334 2, 730 1, 939 1, 145 1, 303 
Dollars awarded small business 2. 2. 583 1. 600 1, 904 1,726 | 1003] - 1,221 
Percent of total obligated _ -- (36. 5) (35.1) (36. 0 (39. 0) (41. 0) (39. 0) 
Dollars awarded small business 
through set-asides (3 40,345,904 92, 599, 884 |173, 598, 666 (117, 466, 320 |166, 591, 043 
Percent of dollars awarded small 
business _ _ _- (3) (2. 5) (4. 9)| (10.0 (10. 7)| (13. 7) 


1 Does not include interdepartmental or interservice procurement. 
2In millions of dollars, 
3 Not available. 


Mr. Weapocx. Don’t misunderstand me. We are certainly not 
wedded to the potential approach by any manner of means. As a mat- 
ter of fact, I think we would prefer it in this form, but I wanted to 
clear up whether or not this was potential. 

Mr. Askrns. No, sir, this is not. This is actual awards to small 
business and actual dollars and actual actions that were offered to them 
which they did not get. 

Mr. Weapock. Also I think you might want to correct your testi- 
mony. I believe you said that in the area of those 7,000 actions where 
the low bid is not from small business that it included both hundred 
percent set-asides and partial set-asides. 

Mr. Asxins. No, it couldn't possibly cover that. It would cover 
only partial set-asides. Iam sorry. If I may, I would like for the 
record to be corrected. 

Senator Bree. It will be so corrected. 
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You may proceed. 

Mr. Asxkins. In response to the letter to Mr. Higgins with regard 
to reporting before this committee, we were asked what we had done 
during the past year in the way of policy, procedures, or any other 
aid to small business. I am very happy to report that we published 
in 1956 this new booklet on research and development, which I am 
very proud of and would like to give you a copy of it for the record.* 
I think it is one of the nicest documents that I have seen the Army 
put out. I am only sorry the red book on where my small- business 
people are can’t be as nice, but that is an inside the Department of 
Defense job, while this is a commercial job. 

In referring to what we have done during the past year, I include 
among other things the Department of the Army Form 1877 and the 
instructions thereto. I also refer the committee to the Department 
of Army Change 33 to Army procurement procedures, dated June 4, 
1957, which impleme ted the deletion of the weighted average policy 
as issued by Mr. McGuire's office some few days ‘before. 

Mr. Weapock. That was pretty fast, wasn’t it ? 

Mr. Asxrns. In addition, I refer the committee to the memorandum 
from Mr. McGuire relating to small-business set-aside program (see 
exhibits 2, 2a, and 2b, p. 41), the endorsement by Mr. Higgins and the 
full approval of the Deputy Chief of Staff for Logistics. These letters 
were dispatched to all heads of procurement activities to submit to the 
contracting officer and procurement personnel throughout the Depart- 
ment of the Army, our policy and philosophy on behalf of the small- 
business program and the set-asides for small business. 

On May 13, 1957, the Director of Research and Development ap- 
pointed me as the small-business adviser for the Director of Research 
and Development and also to the Chief of Research and Development, 
General Gavin’s shop. 

EXHIBIT 17 
LETTER OF APPOINTMENT 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE DIRECTOR OF RESEARCH AND DEVELOPMENT, 
Washington, D.C. May 13, 1957 
Memorandum to: J. W. Askins, 
Army Small Business Adviser, 
DCSLOG, room 1—E-569. 
Subject: Designation as Small Business Adviser for Research and Development. 

1. This is to notify you of your designation as Small Business Adviser to 
the Director of Research and Development and to the Chief of Research and 
Development on matters concerning the participation of small business in re- 
search and development. 

2. Because of your having overall responsibility for the Army small-business 
program, policy and procedure, this designation has been discussed with and 
approved by the Assistant Secretary of the Army (Logistics). 

W. H. MarrIN, 
Director of Research.and Development. 


1#® Retained in committee files. 
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Immediately after this appointment, a review was made of the 
committee’s keen interest in the program launched by the Air Force 
and a similar staff study was made within the Department of the 
Army, to see what we might do to improve our research and develop- 
ment participation for small business. At this point I would like to 
include in the record the Research and Development organizational 
chart.) 

(The chart referred to follows:) 
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The organizational chart shows that I can and do report directly 
to either Dr. Martin,” or General Gavin, and they, in turn, are in 





12 Dr. W. H. Martin. Director, Research and Development; Lt. Gen. J. M. Gavin, Chief, 
Research and Development, Department of the Army. 
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direct access to the Chief of Research and Development of the vari- 
ous technical services. Immediately below staff they have their direct 
implementation down to their procurement offices in the field. 

I would like also to include in the record the complete listing of 
small-business personnel and their civil-service grades that we have 
participating in the program at the present time. 

(The list referred to follows :) 


EXHIBIT 19 


Department of the Army research and development, small business 
representation 





Activity Small business representation | Grade 
| 
Director of Research and Development, Department | Small business adviser. . _- .----| GS-15. 
of the Army | 
Chi f of Engineers cal OE aes dk asanhn bdedd : | GS-11, 
Chiof of Ordnance 7 | .do GS-15 
The Q‘artermaster General j Saul .do - ..| GS-12, 
Chi f -ignal Officer..-- | .do E GS-14. 
Chief of Transportation .do .| GS-12, 
Chi f Chemical Officer 3 : | GO. isss gate! ; ..-.| GS-12. 
The Surg2on General - | -do | Captain. 
Phila‘elphia district engineer, Philadelphia, Pa | Small business eee aaa GS-11. 
Engine r, Research and Development Laboratories, .do “ J - ----| GS-9. 
Fort Belvoir, Va | 
Aberdeen Proving Ground, Md | _do ..| GS-9. 
Diamond Ordnance Fuze Laboratories, Washington | Small business representative ..| GS-5. 
25, D.C 
Frankford Arsenal, Philadelphia 37, Pa | Small business specialist ..| GS-13 
Ordnance Tank Automotive Command, Detroit, } de as-is 
Mich . GS-13. 
Picatinny Arsenal, Dover, N. J do GS-13 
Redstone Arsenal, Huntsvill>, Ala | .do i |} GS-12. 
Waterv] et Arsenal, Watervl'et, N. Y do ; GS-13. 
White Sands Proving Ground, Las Cruces, N. Mex___| Small business re presentative | GS-11. 
Ordnance Weapons Command, Rock Island, Ill | Small business specialist. - | GS-13 
Rock Island Arsenal, Rock Island, Tl cess GS-13 
Springfield Armory, Springfield, Mass_-- ess | GS-13 
Watertown Arsenal, Watertown 72, Mass Small business representative GS-13 
Quartermaster Research and Development Command, | Small business specialist - GS-11 
Natick, Mass. 

Laboratory Procurement Office, Fort Monmouth, PN iiitanan fice eakil GS-8. 
N. J. | GS-7. 
Transportation Research and Development Com- | Small business representative... .- GS-11. 

mand, Fort Fustis, Va 
Army Chemical Center Procurement Agency, Army | Small business specialist. .._...-- | GS-9. 
Chemical Center, Md. | 
Biological Warfare Laboratories, Frederick, Md- «heh. s Ls GS-11. 
Dugway Proving Ground, Dugway, Utah Small business re pre sentative.__. GS-7. 
rhe Adjutant General, Washington 25, D. C Small business specialist _ - .. GS-11. 


In view of the fact that I know that this is a subject that you are 
going into with the technical services and because it does vary greatly 
with each technical serv ice, I have prepared a brief statement and so 
with your permission, | would like to present it at this time. 

It is the policy of the Department of the Army to award research 
and development contracts to the firm submitting the best offer, price 
and other factors considered, regardless of the size of the firm, pro- 
vided the firm submitting the best offer has the requisite engineering, 
technical and financial capability to perform the desired services. 

It is also the policy of the Department of the Army to secure to the 
maximum practicable extent coordination and continuity between re- 
search and development programs and subsequent production pro- 
grams for items resulting from Government sponsored research and 
development activities. In the placement and administration of re- 
search and: development contracts, contracting officers are instructed 
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to make no commitments to contractors with respect to subsequent 
production contracts because it is essential that the Government be 
completely free to select the production contractor as the best in- 
terests of the Government may dictate. 

Entering into a supply contract with a research and development 
contractor has certain advantages from the point of view of both the 
contractor and the Government. When advantage to the Government 
is clearly demonstrated, subsequent production contracts are placed 
with the contractor performing research and development of the item 
being procured. A research and dev elopment contractor, in order to 
cbtain a supply contract, must have sufficient financial, technical and 
equipment potential to perform satisfactorily under a supply contract 
and the final offer on which the contract is awarded must be the best 
cifer received by the Government, price and other factors considered. 

In the preparation of this statement for coming before this com- 
mittee, I had quite a long discussion with Dr. Martin, because I re- 
spect the jobs that he has had and the jobs that he has done in the 
research and development field and it was interesting to me, the con- 
cept that he has when it comes to consideration of smal] business in the 
research and development field. It is felt by Dr. Martin, and it is 
being further explored by myself and General Gavin and others in 
the Army, that basically we can’t take research and development as a 
whole and talk about what we give small business, because in some 
phases of it they are not capable. 

However, as so aptly put by Dr. Martin, possibly we should give 
consideration in the future to seeing what small business can do in 
basic research, applied research, developmental research and then pro- 
duction and then look at what we spend in money in support to re- 
search and development. There can be combinations of these, which, 
after having talked to Dr. Martin at various times, I can see they can- 
not be unwed; they must follow through, in order to do a job, and I 
feel that possibly that type of being wedded is what we are confronted 
with today, say, in the guided missile field. 

Senator Brsie. Did you have a question at that point ? 

Mr. Weapock. Yes, sir, I did. 

With regard to your opening paragraph on this research and de 
velopment outline of policy, where you say “regardless of the size 
of firm,’ you mean this is of no consideration whatsoever? Is that 
not a closing of the doors on small business as far as, let’s say, set- 
asides are concerned ? 

Mr. Asxins. No. We are making set-asides at the present time, i 
instance in the Quartermasters’ research and development setup a 
Natick, Mass., and they have been very successful. We have had some 
that have been very bad, too. 

Mr. Weapock. What about Ordnance ? 

Mr. Asxrns. I prefer the Ordnance research and development peo- 
ple answer that. The Ordnance chief of research and development is 
going to give you a complete presentation and I would like each service 
to speak for themselves, because they have been asked to prepare such 
a statement, 
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Mr. Weapock. You say that the contracting people have more or 
less been cautioned not to indicate to suppliers that growing from a 
research contract will be a production contract, but the circumstances 
combined on occasions to make this work out for the best interests of 
the Government. Now in actuality, do you use some sort of a measur- 
ing stick in this connection? Can you get for the committee data 
regarding how many research contracts did in fact grow into produc- 
tion contracts, as opposed to those that did not ? 

Mr. Asxins. That I couldn’t answer offhand, but I would like to 
do this: I would like to look into it and report to the committee what 
we can give you. If it entails a reporting system that we don’t pres- 
ently have or if it isn’t presently in the type of reporting system we 
have— 

Mr. Weapock. Well, the type of actions you have in research and 
development aren’t that numerous, are they / 

Mr. Askrns. No, they are not. 

Mr. Weapock. | imagine this could be enumerated with some repre- 
sentative technical services. 

Mr. Asxins. It would have to be developed by each technical 
service.!® 

Mr. Weapock. Several of the members of the committee have voiced 
fear of this, as you well know, so let’s make sure we don’t have a mon- 
ster of our own making—but then again maybe there is this danger and 
we should direct attention to it. Go ahead, sir. 

Mr. Askins. Prepared for you here and it isn’t broken down in the 
fashion in which it was discussed with Dr. Martin, but there is a statis- 
tical setup here which we present to you for the first 9 months of fiscal 
1957, wherein small business received 10.2 percent, or $20,506,000 
that we obligated for research and development, while, as you can see, 
large business received $181,345,000, or 89.8 percent. However, be- 

cause the detail would be too great and a job could be better done for 
you by the technical services, 1 have asked each one of them to go into 
their activities and what they are doing for small business. 

(The document referred to above follows. ) 


EXHIBIT 20 
Department of the Army research and development prime contracts with all 


business firms, first 9 months, fiscal year 1957 (July 1 through Mar. 31, 
1957) °* 


Actions Per- Obligated | Per- 
centage dollars | centage 
Total 1, 242 100 $201, 851, 000 | 100 
Small business. . | 395 31.8 20, 506, 000 10. 2 
Large business 847 68. 2 181, 345, 000 89.8 


| 


! Does not include large and small business nonprofit and educational institutions. 


“To be supplied at a later date. 


94187—57——_6 
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Senator Briere. I think right at that point, Mr. Askins, we have 
run considerable longer than the Chair had intended running. Your 
time extended a little beyond that which I had anticipated, which I 
think is understandable. It is a little past the recess hour. I think 
we will recess at this time until 10 o’clock tomorrow morning and we 
will resume hearings with you as the first witness on item 10. You 
can have all the time you want at 10 o’clock tomorrow morning. I 
think it would be unfair to you to undertake item 10 under this limited 
time, so we will stand in recess until 10 o’clock in the morning. 

(Whereupon, at 1:05 p. m., the hearing recessed, to reconvene at 
10 o’clock Wednesday morning, June 26, 1957.) 





SMALL-BUSINESS PARTICIPATION IN GOVERNMENT 
PROCUREMENT—1957 


WEDNESDAY, JUNE 26, 1957 


Unrrep Srates SENATE, 
SeLecT COMMITTEE ON SMALL Bustness, 
SUBCOMMITTEE ON GOVERNMENT PROCUREMENT, 
Washington, D.C. 

The subcommittee met, paieeiant to recess, at 10:20 a. m., in room 
457, Senate Office Building, | Senator Thomas H. Kuchel presiding. 

Present: Senators Kuchel (presiding) and Smathers.” 

Also present: Robert L. Weadock and William D. Amis, profes- 
sional staff members. 

Senator Kucnen. The meeting will please come to order. 

This continues the annual public hearings conducted by the Sub- 
committee on Government Procurement of the Senate Small Business 
Committee, with particular reference to small-business programs be- 
ing carried out within the Department of Defense. 

Yesterday the committee took testimony from Assistant Secretary 
of Defense McGuire and Assistant Secretary of the Army Higgins. 
Unfortunately, the committee had to interrupt the presentation of 
Mr. Askins, the Army small-business adviser. 

We will now continue his testimony. The committee will then pro- 
ceed to the various technical services of the Department of the Army 
to obtain data concerning the programs they carry out to insure that 
small business has a fair and equitable opportunity to compete for 
contracts. 

Mr. Askins, will you now proceed ? 


STATEMENT OF JACK W. ASKINS, SMALL BUSINESS ADVISER TO 
ASSISTANT SECRETARY OF THE ARMY (LOGISTICS)—Resumed 


Mr. Asxins. Thank you, sir. 

Before continuing, as we left off yesterday on testimony, if I may 
for the record, I would like to refer to a statement made by General 
Cassevant in behalf of adding or doing more than we are presently 
doing in behalf of the set-aside program. 

Also in the testimony yesterday, we were requested or asked for 
information with regard to suitable or potential, as well as set-asides. 
We have been pr ivileged by the interruption of yesterday’s hearing to 
make available this data, and I would like to discuss it at this time if 
I may. 


_# Senator Smathers, chairman of the Subcommittee on Government Procurement, pre- 
sided during the later half of the hearing. 
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General Cassevant, in response to the committee’s questions on try- 
ing to do more in the set-aside program, was responsive on the basis 
that he felt that the Department of the Army was taking every pre- 

-aution that it possibly could in order to make the maximum set-asides 
for small business, therein depending upon the item being suitable for 
small business to accomplish the item or to manufacture it, and deliver 
it to us. 

I would like to review, and to enter into the record, what the Depart- 
ment of the Army has done in the area of set-asides to small business. 

(Supplemental data presented to the committee follows :) 


Procurement dollars awarded * 





1953 | 1954 | 1955 1956 9months | 9 months 
| 1956 1957 
Total obligated ?.___.....__- _| $7,077 | $4, 560 | $5, 296 $4, 429 $2, 672 | $2, 991 
Dollars suitable 2. _ - Senin ey ee $2, 334 $2, 730 | $1, 939 $1,145 | $1, 303 
Awarded small business 2___ $2, 583 $1, 600 $1, 904 | $1, 726 $1, 093 $1, 221 
Percent of total obligated __ (36. 5 (35. 1 (36. 0) } (39. 0) | (41.0)} (39. 0) 
Awarded small business | 
through set-asides_____ (3) $40, 345, 904 | $92, 599, 884 | $173, 598, 666 | $117, 466, 320 |$166,591,043 
Percent awarded small busi- | 
tn wt eel Md (3) (2. 5) (4, 9) (10 0)} ao.7) (13. 7) 


! 


! Does not include interdepartmental or interservice procurement. 
2 In millions of dollars. 
3 Not available. 


Mr. Askins. In 1954, forty-million-odd dollars worth of contracts 
were set aside for small business through the set-aside procedure. I 
am referring to the next to the last line of the above table, because 
of that question having been asked first. 

The next to the bottom line sets forth dollars and the bottom line 
the percentage representing the dollar line. 

In 1955 we increased the set-aside program to ninety-two-million- 
odd dollars. In 1956 it increased to one-hundred-and-seventy-three- 
million-odd dollars in set-asides, and for the first 9 months of fiscal year 
1956—so that we can make a comparison with our reporting that we 
have done before this committee this year—the first 9 months of 1956, 
one-hundred-and-seventeen-million-odd dollars worth of contracts 
were set aside for small business in the set-aside program. 

Thus far, for the first 9 months of 1957 fiscal year, one-hundred-and- 
sixty-six-million-odd dollars have been set aside for small business. 

As you can see, the increase has been—percentagewise of the total 
awards to small business—2.5 percent of all prime contracts that we 
awarded to small business in 1954 went to small business on a set-aside 
procedure; jumped to 4.9 percent in 1955 and to 10 percent in 1956. 

For the first 9 months of fiscal year 1! rt it averaged 10.7 percent 
and for the first 9 months of fiscal year 1957 13.7 percent. 

We feel that progress is being made in this area, and you know 
from the policy that we set forth, and the endeavors that we are 
making on the set-aside program, that this should continue. 

There is bound to come a time when we will have to level off. 
There will be a plateau we must face up to. 

Another thing I would like to present for the record at this time is 
this area of suitable and potential. If you will please refer to we 
above table, the second line from the top, I would like to make 
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comparison between total obligated dollars by the Department of the 
Army and the dollars which we screened to be suitable for small 
business, because it definitely has a bearing on what is available to 
small business in the screening process. 

We spent $7 billion in fiscal year 1953, and of that we screened as 
suitable for small business $3.5 billion. 

In fise at year 1954 we obligated for the entire fiscal year $4.5 bil- 
lion and $2.3 billion was screened as suitable. 

In fise 1 year 1955, $5.2 billion were the total obligated dollars, 
and that which was screened for suitable was $1.9 billion. 

I think that this shows, also, that as we go along that progress has 
been made to screen for suitability for small business, but at the same 
time, as we stressed yesterday, it behooves us not to include items 
in the suitable column which we know small business cannot make, 
for then if small business cannot get them, therein what we give 
them, the percentage of suitable as actually awarded to small busi- 
ness, that percentage drops as you have been able to see in the overall 
Department of Defense figures. 

With your permission, if I may, I would like to respond to the in- 
vitation sent by the committee to the Assistant Secretary of the 
Army (Logistics). 

The letter of invitation requested the Secretary to make a report 
in behalf of the conclusions and recommendations of this committee 
in your 1956 report—Senate Report 2827, 84th Congress, 2d session. 

These conclusions and recommendations are pertinent to us, and we 
have given great study and consideration to each and every one of 
the points. Even though there are several that do not directly con- 
cern us, we have participated in what has been the ultimate action 
taken by the Department of Defense. 

The committee recommended in Senate Report 2827 that the De- 
partment of Defense study the procurement techniques of the civilian 
agencies to determine whether the adoption of some of their tech- 
niques might increase small-business participation in military pro- 
curement. 

The Department of Defense is actively participating in the “Task 
Force for Review of Government Procurement Policies and Pro- 
cedures,” which was directed by the President’s directive, dated 
September 26, 1956. Once this review is ¢ ‘comple ted and the t: ask force 
makes its recommendations to all participating agencies of the Gov- 
ernment, it stands to reason that careful consideration will be given 
to methods and techniques advanced. 

The second point advanced by the committee: The committee 
recommended that all procurement agencies encourage their major 
prime contractors to advertise widely their supply and subcontract 
requirements, using not only the Department of Commerce synopsis 
but also trade publications and the commercial press where 
appropriate, 

Army prime contractors are urged to adopt and stress the Depart- 
ment of Defense small-business subcontracting program and policy. 
The Army issued the policy and procedures in Army Regulation 
715-3, section III.”! 


7 Retained in committee files. 
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Since the issuance of the small-business subcontracting program, 
the Assistant Secretary of the Army (Logistics), the Chief of Pro- 
curement of the Deputy Chief of Staff for Logistics, and the Army 
small-business adviser have personally w ritten letters to and urged 
Army prime contractors in behalf of subcontracting to small firms. 

In the second part of this recommendation of the committee, the 
committee strongly recommended that the military agencies study 
carefully the organization and operation of the Atomic Energy Com- 
mission’s programs. 

The Army endeavors to keep in touch with other Government 
agencies relative to their small-business programs, including the 
Atomic Energy Commission. It is believed that the Army utilizes 
all features of the Atomic Energy Commission program which are 
adaptable to the Army’s type of procurement. 

In behalf of recommendation 3, the committee expressed major con- 
cern over its findings that small- ‘business firms each year are getting 
less dollars overall, and even fewer of those contracts ‘deemed suitable 
are going to small firms. 

The dollar volume given to small business each year in the form of 
prime contracts, of necessity, depend on (1) the total dollar volume 
made available to the military departments to expend and (2) the 
quantities, types, and complexity of the items required by our rapidly 
changing defense structure. 

The very nature of the nuclear-war trend and the would-be “keeping 
up with the Jones” or “the race to be first,” together with the realiza- 
tion that we as a nation could well be annihilated, necessitates certain 
of our contracts to be placed with specific companies who are leaders, 
as specialists, in their fields. 

By pursuing this course the Army feels that the means justifies the 
end or objective. The dollar volume is large in this nuclear-weapon 
and support-equipment field. As a consequence, this reduces the 
overall dollars available to offer to small-business firms. 

The balance of Army procurement, after deducting the afore- 
mentioned types of contracts, is susceptible of being suitable for ac- 
complishment by small-business firms. Henceforth, the Army requires 
the contracting officers and the Army small-busness specialists to re- 
view, or screen, all procurements of $5,000 and over to ascertain if 
the item or items is procurable from small business and to assure that 
small business is afforded an equitable opportunity to compete for the 
procurement. 

It should and must be realized that when an item is offered to small 
business, even though the Army has never known of a small business 

capable of furnishing the item, and small business does not bid or is 
not the low bidder, then the spread between what is offered to small 
business—momentarily considered potential—and what small business 
is actually awarded, gets further apart, thus the drop in percentage of 
potential going to small business. 

In response to recommendation No. 4, the committee commented that 
it welcomed the Air Force announcement of its special program to 
stimulate small-business participation. It was recommended that the 
Army and Navy also place special emphasis on research and develop- 
ment to increase small-business partic ipation. 

As you know, we have already given you a statement which is our 
overall broad policy on research ‘and development, as testified to in 
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yesterday's hearings, but in response to this recommendation by the 
committee, last year the Army made a special effort to look into Air 
Force special program and carefully reviewed the draft instructions 
promulgated at that time by the Air Force. 

Immediately following this review the subject was discussed fully 
with the Army director of research and development, and in turn it 
was presented to the Chief of Research and Development. Asa result, 
a survey was made by the Office of Chief of Research and Develop- 
ment of the overall Army research and development small-business 
organizational coverage, including staff, technical services, and field 
purchasing offices. 

The chief of research and development of each technical service 
was required to present in person to the Army Chief of Research and 
Development, his technical services’ program, policy, and procedures. 

At the present time the Department of the Army has 32 small- 
business specialists, devoting either full or part time, endeavoring to 
increase small-business participation in this all-important field. “All 
procurement personnel, contracting officers, and small-business spe- 
cialists in the field of research and “development are governed by the 
Army small-business policy and procedures, including the accom- 
plishment of the Army presolicitation check sheet (D A Form 187 7). 

In response to the committee’s recommendation No. 5, (S. Rept. 
2827) wherein the committee recommended that the Department of 
Defense continue the study of the effect of negotiation on small- 
business participation in defense procurement. 

As pointed out to the committee yesterday in our statistical pres- 
entation, which was brief but to the point, contracts going to small 
business by the way of negotiation exceed what we are awarding to 
small business on an advertised basis. 

In addition to this, our response is as follows: The recommended 
study was made by the Department of Defense as stated by the testi- 
mony earlier. The Army likewise made a similar study, and the 
results, based on the same principles as the 4-month study, show 
that small-business firms receive a slight advantage by the negotiated 
method. A copy of this study is submitted to the committee for the 
record. 

(The document is as follows :) 


ExHtIsitT 21 


EFFECT OF ADVERTISING, NEGOTIATION, AND SYNOPSIS ON SMALL-BUSINESS 
PARTICIPATION IN ARMY PROCUREMENT, FISCAL YEAR 1956 


This paper is intended to answer the question for the Department of the Army— 
“Does the use of negotiation as a method of procurement tend to decrease the 
share of military prime contracts going to small-business concerns?” 

To properly set the stage for a realistic evaluation of this subject, certain 
essential points of background information should be brought to the attention of 
the evaluators for consideration prior to a review of the specific, factual, 
statistical records. 

Periodically, figures are offered the public relating to the Nation’s small- 
business failures. By implication these failures are too often fallaciously blamed 
on the Government, and more particularly on the Department of Defense. If 
the truth were known, many of these small-business concerns failed in spite 
of the Government’s efforts to place contracts with them, and were due to poor 
administration, lack of capital, and even lack of technical know-how. In addition 
many were not even potential suppliers of the Government’s needs. 
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The Department of the Army has been criticized for alleged excessive use of 
negotiation rather than formal advertising as a method of procurement. The 
criticisms have been based on the belief that the use of negotiation tends to 
eliminate competition and thereby restrict the participation of small business. 

However, negotiation definitely does not eliminate competition in the Army’s 
procurement, and in many cases negotiation results in more intensive competition 
than does a formal advertising. ASPR requires that, irrespective of whether 
the procurement is to be made by formal advertising or by negotiation, all con- 
tracting officers must solicit competitive proposals from all qualified sources 
that are deemed necessary to assume full and free competition, consistent with 
the types of supplies or services being procured, and thereby obtain the most 
advantageous contract for the Government—price, quality, and other factors 
considered. 

It has been argued that the use of negotiation tends to restrict the participa- 
tion of small business in Army procurement. In support of this view, it is 
customary to cite procurement statistics indicating that, in recent periods, ap- 
proximately 90 percent of procurements, both by number of actions and by dollar 
value, have been made by negotiation ; that small business received approximately 
half of the advertised procurements and approximately one-tenth of the nego- 
tiated procurements. From these figures, it is argued that an increase of ad- 
vertised procurements would result in an increase in the share going to small 
business. 

Army experience, however, shows that such is not the case and that, in effect, 
negotiation may be helpful rather than harmful to small business. In order 
to make a valid comparison in this regard, the first thing we must do is insure 
that procurements beyond the capabilities of small business to carry out are 
excluded from consideration. To study properly the impact on small business 
of the use of negotiation, we can treat procurement in three categories. (See 
chart 1 on p. 79.) 
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As I indicated, the three categories we can treat this subject under, are: 
(I) Procurements under $10,000; (II) procurements over $10,000 for which 
IFB’s or RFP’s are sent to small-business concerns (the small-business poten- 
tial) ; and (III) procurements over $10,000 which are not offered small business 
concerns either because they cannot physically or technically supply the re- 
quirements, or because other considerations of a military nature require place- 
ment with specific large concerns. 

The Army makes extensive use of negotiation in categories (I) and (III). 
The frequent use of negotiation for procurements under $10,000 is largely due 
to the very large number of actions under $1,000. Generally, 90 percent of all 
procurement actions fall into the area of under $1,000. In these actions, simpli- 
fied purchases procedures are employed. The use of such procedures is con- 
sidered to be very much in the interest of small business, and the large share 
of these purchases going to small business assures that the method of making 
them is not prejudicial to small business. As you can see, 68.7 percent of all 
actions under $10,000 went to small business. 

The Army also makes heavy use of the negotiation in category (III). Here, 
though, we must remember that this category involves things that cannot be 
obtained from small-business concerns. The reason for extensive use of negotia- 
tion in this category lies in the fact that the kind of items involved are usually 
available from relatively few sources and are more economically procured by 
negotiation. 

From the small-business standpoint, we are interested in this category to 
the extent that it is possible that, through inadvertence or carelessness, procure- 
ments which in fact could have been obtained from small business are reported 
as not in the small-business potential. To protect the interest of small business 
in this respect, we must place major reliance on the vigilance of the Army’s 
small-business specialists and the Small Business Administration representatives 
who screen procurement to determine whether small-business concerns can in fact 
supply them. 

To the extent that these procurements are correctly classed as “nonpotential,”’ 
it is clear that the use of negotiation in connection with making them does 
not and cannot hurt small business, since small business could not possibly have 
participated in this business regardless of the procedures followed in conducting 
the procurement. 

Let us look more closely now at the remaining category (II), which concerns 
actions of $10,000 or more which are in the small-business potential. This is 
the area of greatest opportunity for assistance to small business. It is this 
area in which the greatest dollar value of procurements, which small firms can 
supply, is to be found and in which procurements are large enough and not too 
numerous so that small-business policy can be effectively applied with the 
maximum benefits to small business for a given amount of administrative 
consideration. 

It is this area, then, which we should review more in detail, to determine 
what methods of procurement are used and what effect they have on small- 
business participation. (See chart 2, p. 81). 
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This chart breaks out category II to show how much of it is advertised 
and how much negotiated. In addition, it shows what percentage of both 
the advertised and the negotiated portion go to small business. As you will 
notice, the Army advertised over half of the total. However, as you will also 
notice in the advertised portion, 66.4 percent was awarded to small business, 
while in the negotiated portion 67.3 percent was awarded to small business. In 
other words, small business was more sucessful in competing for items within 
their potential when offered by negotiation than when offered by advertising. 


SUMMARY 


In summary, we can see that the figures presented here clearly show that 
small business is definitely as successful in obtaining Government contracts by 
negotiation as by formal advertising. 

Mr. Asxrns. The second part of this reeommendation—the commit- 
tee also recommended that the Department of Defense analyze the 
techniques it uses in negotiated procurements to determine whether 
some of those techniques, notably active solicitation of contractors, 
might be adapted profitably for use in advertised procurements. 

In response to this part of the recommendation, some advantageous 
features of procurement by negotiation cannot be incorporated in the 
advertised method; however, the Army continuously emphasizes to 
its small-business specialists the importance of thoroughly going over 
invitations for bids with small-business firms, calling to their atten- 
tion all aspects of the invitation to bid. 

The committee, in recommendation No. 6 (S. Rept. 2827, 84th Cong., 
2d sess.), stated that the committee was favor: ably impressed by the 
Army statement of its policy and procedures on the processing of pro- 
curements involving proprietary rights of contractors. 

The Dep: urtment of the Army is appreciative of the committee’s 
remarks. It is the intent, desire, and policy of the Army to comply 
with the statutes passed by Congress. 

The committee, in recommendation No. 7, recommended that the De- 
partment of Defense take steps to improve its coordination with the 
various procurement agencies in the matter of coordinating new ideas 
and techniques that would increase small-business participation in 
Government procurement. 

The Department of the Army has been and does actively take part 
in a coordinated program with the various procurement agencies, 
both military and civilian, relative to new ideas and tec ‘hniques which 
might tend to increase small-business participation in Government 
procurement. The Army, Navy, Air Force, Small Business Adminis- 
tration, Department of Commerce, and other agencies have been op- 
erating such a coordinated program for some time. 

In response to the committee’s recommendation No. 8, first part, 
the committee recommended that regional meetings of military small- 
business personnel should be conducted via the mediums of an agenda 
directed by the procurement Secretaries. 

The agenda heretofore followed by each small-business council has 
been an indirect reflection of items emanating from the procurement 
Secretaries or their small-business advisers. Also, the local problems 
of each group have gone far to dominate each meeting. 

The second part ‘of this recommendation—it was further recom- 
mended that the attendance at the regional meetings be restricted to 
small-business personnel or other procurement personnel of the execu- 
tive agencies. 
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It is not standard procedure to invite outsiders to these meetings. 
The original intent was for only small-business and procurement per- 
sonnel of the executive agencies of the Government to attend. I 
should like to include in the record the letter of authorization for 
small-business committees. 

(The letter referred to follows :) 


Exnipir 22 
MUNITIONS Boarp, 
Washington, D. C., May 18, 1953. 
Memorandum for the Assistant Secretary of the Army (Materiel), the Assistant 
Secretary of the Navy, the Assistant Secretary of the Air Force. 
Subject: Continuance of small-business committees formed by Armed Forces 
regional councils. 
1. Effective May 15, 1953, the Armed Forces regional councils will be abolished. 
Within these councils small-business committees have been formed which meet 
monthly to discuss small-business problems encountered by the small-business 


specialists of the regions. 
> 


2. These committees have accomplished much good work and have resolved 
many day-to-day problems of operation in a spirit of mutual understanding. Fur- 
ther, they have served as a medium for cooperation and working relationships 
with other Government agencies located in the regions. These agencies have 
heen invited to attend the regular meetings of the small-business committees and 
to participate in their discussions. 

3. It is recommended that the military departments support the continuation 
of the regional small-business committees formerly associated with the AFRC’s, 
on an informal basis; that all small-business specialists be encouraged to attend 
and participate in the regular meeting; that representatives of other Government 
agencies be invited to attend the meetings; and that the committees rotate the 
chairmanship among the military members, and conduct their meetings in much 
the same manner as when they were formally constituted, except that formal 
minutes will not be maintained. 

J.C. Houston, Jr., Acting Chairman, 

Mr. Asxrns. I would like to say further, in behalf of this subject, 
that some of these councils and local groups have chosen to ask in- 
dustry and to get the feel of industry’s pulse, as far as their problems 
and what could we, the Department of Defense, do to help them. I 
think this is a healthy situation and I think it could be done once or 
twice a year, but not at each monthly meeting. 

The committee recommended in No. 9 that the procurement agencies 
and the Small Business Administration be most diligent in verifying 
statements of contractors claiming to be small concerns, particularly 
in connection with the set-aside program. 

There has been excellent cooperation between Army contracting 
officers and the Small Business Administration in this endeavor. The 
operation has been most beneficial to the Army. 

In the last recommendation, recommendation No. 10, by the com- 
mittee, the committee recommended the establishment of the closest 
possible liaison between the Small Business Administration and all 
procurement agencies so that the maximum unified effort can be 
brought to the task of furthering the ends of the small-business 
program. 

I think as evidence of the Department of the Army’s desire to further 
the ends of the small-business program, the red-bordered letter issued 
by the Department of the Army on June 14 shows our intent and de- 
sire to cooperate with the Small Business Administration and defi- 
nitely to push forward in our own program.”” 


* See exhibit 2 (b), p. 42, for document referred to. 
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Between the Department of the Army and the Small Business Ad- 
ministration there exists the closest liaison since the establishment of 
the agency. The Army is grateful to the Administrator of the Small 
Business Administration and his staff for their every assistance and 
continued understanding in this complex field of procurement. 

Senator Kucuen. Thank you very much. 

Mr. Asxins. We feel, Mr. Chairman, that this fully is in response 
to the invitation to the Assistant Secretary of the Army, and for the 
record, in order that you might have complete data in keeping with 
the presentations by the technical services, in the black book 2* pre- 
sented to the committee are appendixes A through T. I would like 
to enter those appendixes for the record, because they are summaries 
of Army policy in the various subjects that the committee has been 
interested in, and, in addition to that, I would like to offer for the 
record one other policy statement which we have promulgated only 
because of the necessity of the defense mobilization change to order 
No. VII-7, on maintenance of the mobilization base. 

(The material referred to follows:) 


EXxHIsIT 23 
VII—Prod—DMO-~7 (Revised) 
Amendment 1 
EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF DEFENSE MOBILIZATION, 
June 17, 1957. 
DEFENSE MOBILIZATION OrDER VII-7 


AMENDMENT 1 


Subject: Maintenance of the mobilization base. 

1. Defense Mobilization Order VII-7, as revised March 6, 1957, is hereby 
amended by renumbering sections 6, 7 and 8 as 7, 8, and 9, respectively, and by 
inserting a new section 6 to read as follows: 

“6. Participation of small business: The agencies concerned with the order 
shall, in all of their programs for maintaining the mobilization base, be mindful 
of the national policy to protect the interests of small business, and to assure the 
maximum participation of small business in the mobilization base, including 
current procurement.” 

2. This amendment shall take effect June 17, 1957. 

GORDON GRAY, Director. 

Mr. Askins. On June 17, 1957, the Office of Defense Mobilization 
issued a change to the maintenance of the mobilization base VII-7 and 
inserted section 6 which relates to the participation of small business. 
And, for the record, what we have done in this area, and because it is 
not ine ‘luded i in your books, I would like to enter into the record what 
our policy is and which clearly shows on page 2 the participation of 
small business as well as big business in the field of maintenance of the 


mobilization base.** 





23 Retained in committee files. See also appendix VII, beginning on p. 399. 
24 See appendix VII (U), p. 423 
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That concludes my presentation, sir. 

Senator Kucuen. Thank you very much, Mr. Askins. That is a 
very construc tive statement. 

Can you indicate what percentage of instances have occurred where 
you have offered bids, offered to ac cept bids from small business 
which small business has declined to participate in ? 

I mention that in connection with that part of your statement 
which occurs at the bottom of page 2 in which you say that— 

It should be realized when an item is offered to small business, even though 
the Army has never known of a small business capable of furnishing the item 
and small business does not bid or is not the low bidder, then the spread 
between “what is offered to small business” and “what actually is awarded,” 
gets farther apart, which, of course, is true. 

I was just wondering if you could indicate in that field how many 
times, percentagewise, small business has failed to respond. 

Mr. Askrns. Percentagewise, sir, I have not figured it out, but if 
I may refer you back to exhibit 14, page 64, therein is set forth the 
small-business firms, number of actions, and total amount of dollars, 
in the first line, which we solicited for small-business participation, 
but who presented us with no bid. 

There were 673 actions for a total of $72 million which we offered 
to them, thinking possibly they might be able to participate, but 
they offered no bid. 

Senator Kucnuen. Can you describe what is being done and what 
is proposed to be done in that field with respect to assisting small 
business in responding to a bid; that is to say, of what does your 
offer consist? Is there sufficient accompanying data to permit their 
response by an interested small-business contractor who perhaps has 
no experience in that field ? 

Mr. Asxkrns. That is a rather complex question. May I answer it 
in this fashion? I think there are some, wherein, we are delinquent 
in giving them, say, specifications that are complete, because if it is 
a military item sometimes we do not always have complete speci- 
fications. Maybe drawings are not always available or not clear 
That could be a handicap. Maybe there is not sufficient time really 
for them to analyze them, to know what they do have, to give them 
time to do their engineering on it. 

There is another thing that must be remembered: That small- 
business firms many, many times, and most of the time, must. rely 
on an engineering firm on the outside to do their engineering work 
for them, so it depends on their availability. 

At the same time, there could be in this area, also, those bids where, 
of necessity, because of our overall mission, Paya the bids are of such 
quantities that we did not effect screening. I don’t mean to say it that 
way, but what we did not do, we did not break it down into separate 
procurements and try to make 2 or 3 or 4 out of it, in order to give 
them an opportunity. That will happen on emergencies. There 

can be other occasions when the Small Business Administration has 
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requested us to include names on the bidders’ list. They feel that 
possibly firms could, or they would like to take a look. They have not 
had a chance to look at this type of an invitation before, so they are 
more or less exploring the area to see if they can, and then small busi- 
ness finds that it cannot possibly make the item. There are many 
factors that go to wake this up. 

Senator Kucuen. Mr. Askins, I note that during May you received 
some additional responsibilities in being designated as small-business 
adviser for research and development. 

Will you, please, for the benefit of the committee, indicate what 
your plans are with respect to discharging that responsibility, par- 
ticularly with respect, of course, to small-business participation in 
the whole field of research and dev elopment. 

Mr. Asxrns. I will be happy to, sir. We have already moved out 
in this area to the extent that we made a survey of what the Air Force 
has done to set up this special program. 

We feel in the Department of the Army, with the cutback that is 
being made now in stations, personnel, even our own employees, that 
possibly we cannot do what the Air Force has proposed to do. How- 
ever, this survey has been made on the basis of what we feel we would 
like to do and make a recommendation to the chief of research and 
development, General Gavin’s office, and also Dr. Martin, the director 
of research and development. This survey is not quite completed, 
and when it is, the recommendation will be made to him on the basis 
of where we feel we should expand small-business participation. 

I feel, at the present time, with what IT know has been done in this 
area of looking into it, I feel that we have fairly good coverage in 
most every station where research and development contracts are 
contracted for. 

There are some few that I am concerned about, the man being 
on a part-time basis. Therefore, I feel that he could devote his time 
more to just small business rather than having other duties. 

Senator Kucnet. In the main, however, would it be your opinion 
that small business is qualified to participate in the research and 
development program 4 

Mr. Asxrns. That is a hard question to answer, sir, in view of the 
fact that we have seven technical services and even within those tech- 
nical services it is a broad range of types of research and development. 

Yesterday in our presentation, and I only reiterate this for your 
benefit because you have not the benefit of what was discussed here 
yesterday, we discussed it on the basis of possible review of research 
and development on the basis of should we break it down into five 
different types of mediums within the research and development area 

Possibly small business cannot even do certain basic research which 
must go to colleges, universities, and nonprofit institutions, where they 
have the vast experience of the years behind them plus the personnel 
and the equipment. Still, on the other hand, there are types of basic 
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research which can be done by the individual because what we are 
buying is brains, inventive knowledge, and what-have-you; not what 
the man has in the way of equipment or fixed assets. 

Then there is applied research. Sometimes you must go from basic 
into applied, and we feel that you cannot divorce them. They are 
wedded, so therein that necessitates maybe cutting down the field for 
small business. 

Senator Kucnrn,. What is the difference between basic and applied 
research ? 

Mr. Asxins. Applying fundamentally what you have in the way of 
a concept, fundamental knowledge, theory, laws of nature. I have a 
concept of an idea of something that I feel would be terrific in the 
guided-missile field, but then applying it, putting it into a prototype 
is another thing. 

Senator Kucnen. You lost me there a little bit. 

Mr. Asxins. I won't attempt to go into these various phases. The 
research and development people we have here are more capable of 
doing that than Iam. I am not a research and development man, but 
I feel in the area of policy and procedures, of what I want to do in 
screening and seeing that they get the opportunity, I am qualified. 

Senator Kucuen. I must say, as a member of this committee, that 
your comments are extremely interesting and I think they will be 
helpful to the committee. 

I thank you very much. 

Mr. Askins. Thank you, sir. 

Senator Kucnrn. The staff has a few questions which they would 
-* ie you. 

Weapock. Mr. Askins, I wonder if it would be possible to 
a from the Department of the Army a complete report break- 
down of your various claimant programs within the overall pro- 
curement programs, showing the total dollars awarded to both large 
and small business within each program, the total dollars in the 
small-business potential in each program, and the total dollars 
awarded to small business in that potential by each program. 

Mr. Askins. We compile such information and it could be sub- 
mitted to the committee. However, at the present time it is of a classi- 
fied nature. However, it is my understanding that in view of the 
fact. certain programs that have now been consolidated, that the 
information could be made available. 

This has been up before by the committee on A-le program. We 
have submitted that data, and I feel that we could on other programs. 


W4187T—57- —T7 
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(The following information was subsequently submitted by the 
Department of the Army after downgrading the classification. ) 


EXHIBIT 23 (a) 


Department of the Army procurement by claimant program, July 1, 1956, through 
Mar. 81, 1957° 


(Thousands of dollars] 





Total Total Total 
awards to | awards to small | Awarded | Percent 
Program large and | large | business to small of (c) 
small business potential business | 
business 
(a) (b) (ec (d) (e) (f) (g) 
Total, including under $10,000-.-- |} 2, 749, 332 712, 961 | 1, 896, 098 1, 183,137 | 43. 50 
Under $10,000_-__- s 464, 283 | 153, 816 464, 283 | 310,467 | 67.00 
Total, $10,000 and over | 2, 285, 049 | 559, 145 1, 431, 815 | 872,670 | 38.20 
A-1_....| Airereft........... J : 6, 002 5, 818 | 661 | 184 | 3.10 
A-la_. CS ee 3, 015 2, 906 368 | 109 | 3. 60 
A-Ib Engines._......- ; 1, 574 1, 525 256 49 3. 10 
A-Ic_. Other 1, 413 1, 387 37 26 1. 84 
A-2. Guided missiles 342, 127 326, 804 16, 329 15, 323 4. 50 
A-3_. Ships_ --- 4, 928 943 4, 608 3, 985 81. 00 
A-4a Combat vehicles 58, 358 53, 409 7, 133 4, 949 8. 50 
A-4b | Noncombat vehicles 64, 975 58, 285 34, 481 6, 690 11. 50 
A-5__- Weapons 30, 756 26, 560 7,177 4,196 13. 60 
A-6_....| Ammunition_- 191, 134 174, 089 23, 155 17, 045 | 8. 90 
A-7... Electronics 157, 510 116, 782 61, 675 40,728 | 26.00 
A-8_. Fuels and lubricants - - 2, 27 1, 454 2, 254 817 | 31.80 
A-8a | Petroleum 561 33 561 528 94. 00 
A-8b Other fuel__- 28 0 28 28 100. 00 
A-8¢e_. Containers 1, 682 1, 421 1, 665 261 | 15. 50 
A-9__ | Textiles and clothing 163, 666 59, 105 163, 455 104, 561 64. 00 
B-1 | Building supplies 1, 841 369 1, 758 1, 472 81. 00 
B-2__- Subsistence __ - 385, 568 97, 071 353, 270 188,497 | 48.90 
B-3_. Transportation equipment 301 245 88 56 | 18.50 
B-9___ Production equipment_ 18, 636 14, 819 4, 842 3,817 | 20.60 
C-2 Construction ___- 603, 278 234, 682 570, 119 368, 596 57.00 
C-9 Miscellaneous.-_- 191, 646 107, 999 145, 792 83, 647 43. 30 
C-9a_.__| Construction equipment 13, 139 12, 090 6, 195 | 1, 049 8. 00 
C-9b__..| Medical supplies 45, 506 29, 164 34, 760 16, 342 35. 90 
C-9c___.| Photographic 488 182 328 | 306 62. 90 
C-9d____| Materials handling e: quipment_ 220 } 100 155 | 120 54. 60 
C-9e____| All other 132, 293 66, 463 104, 354 | 65, 830 49. 70 
Services ‘an 62, 052 33, 945 35, 018 28, 107 45. 00 
| Hard goods. __- : 1, 068, 214 886, 122 307, 699 | 182, 092 17. 00 
| Soft goods_-__---_- ea 551, 505 257, 630 518, 979 293, 875 53. 00 


1 Net basis prime contracts only. 


Source: Prepared by Office of the Small Business Adviser. 


Mr. Weapock. This Small Business Industry Advisory Committee 
which has recently been formed—you are an active member of this 
committee ; are you not ? 

Mr. Asxrns. I represent the Assistant Secretary of the Army and 
also myself as the small-business adviser to the Army, but not as a 
participating active member. What we are doing on this—and I am 
sorry that I do not have it to give to you for the rec ord—the charter sets 
it up on the basis that the Department of Defense chartered this 
Industry Advisory Committee, and therein the chairmanship of it each 
quarter would rotate. 
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(Subsequently the committee was furnished with the following 
material :) 
ExHIpir 25 (b) 
Number: 5126.16 
Date: January 17, 1957 
ASD (S. & L.) 


DEPARTMENT OF DEFENSE INSTRUCTION 
Subject: Small Business Industry Advisory Committee. 
I. GENERAL 


In accordance with the general provisions of Department of Defense Directive 
5126.1, a Department of Defense Small Business Industry Advisory Committee 
is hereby established with functions and membership as set forth herein. 


Il, PURPOSE 


The Small Business Industry Advisory Committee (hereinafter referred to as 
the committee) will provide advice and recommendations to the Assistant 
Secretary of Defense (Supply and Logistics) on broad policy and important 
procedural matters pertaining to the Department of Defense small-business 
program. 

il. MEMBERSHIP 


The committee shall consist of members from private industry selected by the 
Assistant Secretary of Defense (Supply and Logistics) to represent a cross 
section of the business community. In the selection of members, due considera- 
tion will be given to representation from independent small, medium, and large 
enterprises, different geographical areas, and appropriate professional groups. 


LV, OPERATION 


The committee will be organized and operated in accordance with the policies, 
rules, procedures, and limitations contained in OSD Administrative Instruction 
No. 26. 

The committee or appropriate groups thereof will be available to the military 
departments for advice in special areas of interest to a single department. Re- 
quirements for such services should be made to the Assistant Secretary of 
Defense (Supply and Logistics). 

PERKINS McGUTRE, 
issistant Secretary of Defense 
(Supply and Logistics ). 


EXHIBIT 25 (¢)—DEPARTMENT OF DEFENSE INSTRUCTION 


OFFICE OF THE SECRETARY OF DEFENSE, 
Washington, D. C., July 2, 1954. 
Administrative Instruction No. 26. 
Subject: Industry Advisory Committees. 


1. General 


This instruction prescribes the policies, rules, and procedures for the estab- 
lishment, operation, and dissolution of industry advisory committees by staff 
agencies of the Office of the Secretary of Defense pursuant to authorities con- 
tained in the National Security Act of 1947, as amended, the Defense Production 
Act of 1950, as amended, and the National Industrial Reserve Act of 1948. 


2. Policy 


Industry advisory committees may be utilized by staff agencies of the Office 
of the Secretary of Defense to obtain advice and recommendations from industry 
on industrial mobilization planning and other preparedness measures for which 
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the Department of Defense is responsible. Such committees will function in an 
advisory capacity only. The making decisions and the determination of action 
to be taken with respect to any matter considered by such committees will be 
solely the function of the Government 

Frequently an industry advisory committee is qualified to furnish advice and 
information on matters involving several different aspects of the industry repre- 
sented and can be utilized by more than one agency. Therefore, in order to 
minimize the overlapping and duplication of such committees within the Depart- 
ment of Defense, the statf agencies of the OSiy will utilize industry advisory 
committees on a joint basis, when practicable. Aiso, industry advisory com- 
mittees will be used to provide advice to the military departments on pertinent 
matters upon request. 


> 


3. Types of committees 

There are two types of industry advisory committees which may be established 
by staff agencies of the OSD: one which will be required on a continuing basis 
in a genera! area of responsibility and the other which will be required for a 
specific period of time to consider a specific matter or problem. The latter will 
be identified as an Ad Hoc Industry Advisory Committee. -In addition, for those 
industry advisory committees which are assigned general areas of interest that 
break down into several component parts such as in the fields of aeronautics and 
electronics, subcommittees may be established to make studies and provide advice 
for the main committee. 


4. Committee membership 

The membership of each committee will be composed of a Government chair- 
man, and representatives of appropriate segments of industry as designated by 
the sponsoring OSD staff agency in collaboration with other interested agencies. 

(a) Government chairman.—The chairman of each committee will be a full- 
time Government official or employee preferably from the sponsoring staff agency. 
Another full-time Government official or employee may be designated as the 
deputy chairman who will act for the chairman in the event of the latter’s 
absence or disability. 

(b) Industry representation.—Industry membership will be selected in a 
manner which will provide fair representation for independent small, medium, 
and large enterprises, for different geographical areas, for trade association 
members and nonmembers, and for different segments of industry. Industry 
representatives will be limited to individuals who are actively engaged in the 
operation of business enterprises which are a part of the industry concerned. 
Normally, no more than one principal representative from any one company or 
enterprise should be invited to serve on a committee. This provision will not 
preclude the designation of an alternate, if desired, for each industry repre 
sentative on a committee except that alternates will not be permitted for 
industry representatives serving on subcommittees. With the approval of the 
Government chairman, a designated industry representative may be accompanied 
at committee meetings by a technical adviser who is actively associated with 
his business enterprise. When appropriate, at least one-third of the membership 
of each continuing committee should be rotated annually among the separate 
enterprises constituting an industry in order to provide wider participation. 

(c) Other.—Other interested DOD and Government agencies may be invited 
to designate individuals to attend specific industry advisory committee meetings 
when matters of interest to those agencies are being considered. Such attend 
ance, however, will be held to a minimum and will be subject to the approval 
of the Government chairman of the committee involved. An attorney from the 
Office of General Counsel will attend the initial meeting of each committee and 
such subsequent meetings as are appropriate. 


5. Duties of committee members 
(a) Chairmam.—The chairman of each committee shall be responsible for : 

(1) Providing the agenda for and presiding at meetings ; 

(2) Assuring that only authorized persons attend meetings, that all classi 
fied defense information is properly safeguarded, and that all members are 
specifically informed of any security restrictions ; 

(3) Reviewing all material and information to be furnished at meetings 
for policy aspects and technical accuracy ; 

(4) Maintaining the official roster of the members of the committee and 
recommending the selection of new members or changes in existing mem- 
bership; 
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(5) Approving attendance of alternate industry representatives, technical 
advisers to industry members, and interested Government personnel in 
advance of meetings; 

(6) Reviewing and generally supervising assignments made to sub- 
committees ; 

(7) Assuring that meetings are conducted in accordance with the policies, 
rules, and procedures set forth in this instruction and the committee charter 
and that full and accurate minutes are kept for each meeting; 

(8) Requesting a Government attorney to attend meetings, when required 
or appropriate ; 

(9) Providing such staff and stenographic assistance as may be required ; 
and 

(10) Preparing appropriate reports on committee actions. 

(bo) Industry representatives.—Representatives of industry are expected to 
provide the Government with their best advice and thinking on matters included 
on the agenda or otherwise presented by the chairman for consideration. Each 
should, in addition to serving as a spokesman for his respective segment of 
industry, express industrywide opinions, if such are known. When matters of 
particular concern to a segment of industry not specifically represented on a 
committee are being considered, an opportunity will be given to a qualified 
representative of that segment to express its views. Industry representatives 
or their business enterprises will not use their connection and participation with 
industry advisory committees as a means for obtalning information or com- 
mitments from governmental or nongovernmental sources. 


6. Applicability of antitrust laws 


The activities of industry advisory committees are subject to the antitrust 
laws, and the committee members are not immune from prosecution under such 
laws. The Department of Justice has taken the position that it retains complete 
freedom to institute proceedings, either civil or criminal, or both, in the event 
that any particular plan or course of action is used to accomplish unlawful, 
private ends, and to institute civil actions to enjoin continuance of any acts 
or practices found not to be in the public interest and persisted in after notice 
to desist. In the interest of minimizing the possibility of violating antitrust 
laws, industry representatives and Government personnel officially connected 
With industry advisory commitees will be fully apprised of this fact and a copy 
of this instruction shall be furnished to each member or other person authorized 
to attend any committee meetings. The policies, rules, and procedures contained 
in this instruction conform to the criteria established by the Department of 
Justice with respect to the organization and operation of industry advisory 
committees. 


7. Coordination of committee activities 

(a) The sponsoring OSD staff agency will be responsible for the establish- 
ment, operation, and dissolution of its industry advisory committees. This will 
include assuring that applicable rules and instructions are followed by all 
members and Government personnel connected with such committees, and that 
committees no longer required are promptly dissolved. 

(b) The Office of Administrative Services, O0ASD (Manpower and Personnel), 
Will be responsible for coordinating the establishment and dissolution of industry 
advisory committees under the sponsorship of OSD. This will include the devel- 
opment of governing rules and procedures; coordination with other Govern- 
ment agencies, as required; arrangements for OSD to utilize industry advisory 
committees of other Government agencies, when appropriate; periodically re- 
viewing existing industry advisory committees to determine the need for con- 
tinuation; and assuring the dissolution of those committees no longer required. 


8. Establishment of committees 


(a) Initiation of proposal.—A proposal to establish an industry advisory 
committee may be initiated by a staff agency of OSD by submitting a request to 
establish such committee to the Director, Office of Administrative Services, 
together with the following information: 

(1) A proposed charter which includes the purpose of the committee. 

(2) A list of the proposed membership, including the name of the pro- 
posed Government chairman. 

(3) A statement, together with necessary supporting information, that 
the committee in the opinion of the head of the proposing agency is rep 
resentative of the industry concerned. 
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(4) The tentative date, time, and place proposed for the first meeting. 

(5) Names of other Government representatives and agencies within and 
outside DOD which have an interest in the committee. 

(6) A statement explaining why an existing committee representing 
the same industry sponsored either by the Department of Defense or other 
Government agency cannot be utilized for the purpose intended. 

(b) Approval and establishment.—-The Office of Administrative Services will 
review the proposed charter; effect appropriate coordination with other Gov- 
ernment agencies, including the Department of Justice, when required; secure 
the approval of the appropriate authority within the Office of the Secretary of 
Defense; and return the proposal to the staff agency concerned for issuance. 
All charters for industry advisory committees will be promulgated as DOD 
instructions, in accordance with the applicable provisions of DOD directive 
5025.1, dated February 2, 1954. 

(c) Invitations, appointments, changes.—Upon issuance of the charter estab- 
lishing a committee, the sponsoring staff agency will extend invitations to those 
individuals selected for membership. In the event an invitation is declined, 
another appropriate individual may be selected and extended an invitation. 
When statements of willingness to accept have been received from each invitee 
and an appropriate security clearance for each such individual has been ob- 
tained, the sponsoring staff agency will issue letters of appointment. When 
vacancies occur or the composition or size of the committee is changed, the 
sponsoring staff agency will make new appointments in the same manner as for 
initial appointments. 

(ad) Existing committees.—Existing industry advisory committees under the 
sponsorship of an OSD staff agency will be governed by the provisions of this 
instruction and action will be taken to assure that the proceedings and activities 
of such committees conform to these provisions. 


9. Rules governing committee meetings 

(a) Notices and invitations.—The Government chairman will issue all notices 
of meetings and invitations to attend. These will be forwarded sufficiently in 
advance to permit members to make arrangements to attend and to give proper 
consideration to the subject matter of the agenda. 

(b) Time and place.—Meetings will be held only at the time and place desig- 
nated by the Government chairman. The meeting place will be only in space 
which is under the control of the Government. 

(c) Special meetings.—A meeting of a segment of a committee may be called 
in those instances where the agenda subject matter is of interest only to such 
segment. However, such meetings must consist of a fair representation of that 
portion of the industry affected. 

(d@) Agenda.—There will be an agenda for each meeting which will be formu- 
lated and initiated by the Government and provided through the Government 
chairman. 

(e€) Quorum.—No regular meeting will proceed without a quorum which will 
consist of 60 percent of the committee membership. 

(f) Minutes.—Full and accurate minutes of each meeting must be kept, in- 
cluding among other things the purpose of the meeting, the names and affiliation 
of members present and absent, such other individuals as may be present, and 
the time and place of the meeting. The Government chairman will determine 
the extent and method of recording notes at each meeting and will make appro- 
priate arrangements for such services. Corrections to the minutes of meetings 
may be made by the Government chairman only. 

(g) Other limitations.—Committee business will not be conducted through 
informal meetings, telephone conversations, correspondence, or similar means, 
nor will committee members be asked to withdraw from a meeting room to discuss 
problems and report back. Also, committees will not establish policy or request 
information from industry or Government sources either in the name of the 
committee or in the name of the Department of Defense, or any of its officials 
or agencies. 

(h) Safeguarding information.—Each individual attending committee meetings 
is required to have a security clearance commensurate with the category of 
classified defense matter to be discussed. Such clearances are governed by cur- 
rent security instructions and practices of the Office of the Secretary of Defense. 
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1). Subcommittees 

The chairman of any committee assigned to a general area of interest which 
breaks down into several component parts may authorize the organization of 
subcommittees to assist the main committee for the specific component areas. 
Subcommittees will be subject to the same rules, procedures, and limitations as 
apply to parent committees and will be provided with specific instructions as to 
the nature and time limits of their assignments. 

11. Compensation and expenses 

Individuals serving as industry representatives on industry advisory commit- 
tees will not receive salary compensation. Instructions relative to transporta- 
tion allowances and reimbursement for other authorized expenses will be pro- 
vided by the Budget and Finance Division, Office of Administrative Services. 

12. Rescissions 

All previously issued instructions pertaining to the establishment, operation, 
and dissolution of industry advisory committees by staff agencies of the OSD 
are rescinded. 

J. R. Lortis, 
Director, Office of Administrative Services. 

The Department of Defense had t!ie chairmanship the first time, the 
Army had it this last time, the Navy, and then the Air Force, and each 
year we would rotate it. Therein we are participating members only, 
to keep it rolling and to bring the thing to a head and to try to get 
something resolved in the short time that we have to work with the 
c ommittee. 

Mr. Weapock. I think you have had two different quarterly sessions 
now, if Iam not mistaken. 

Mr. Asxrins. That is right, sir. 

Mr. Weapock. Do you feel that there are some constructive results 
that are going to come out of this Advisory Committee ? 

Mr. Asxrns. I feel that the program, that the Industry Advisory 
Committee has laid out for itself, could well bring to the attention of 
procurement personnel in the Department of Defense, Army, Navy, 
and the Air Force those items which small business is having the most 
difficulty with, the areas that they are having the difficulty in, at the 
same time knowing full well that we have had some large businesses, 
sitting there with the small businesses, and making them cognizant of 
the fact that small business has problems. 

[ think, too often, we overlook the fact that large business has big 
staffs, they know what they are doing, they go to legal people when 
they want legal advice, they go to accountants when they want ac- 
countant advice, so therefore it is really no problem for them, while 
the small-business man is trying to wear five hats in one operation. 
There are problems for him. So, therein, out of this Industry Ad- 
visory Committee are being advanced the problems of small business, 
for large-business people that are represented there to hear them, and 
if we publish what we come up with in the way of discussions in 
these committee meetings on various subjects it could serve as a guide 
for the Department of Defense. 

Mr. Wrapock. You spoke of a lot of hats there—in your organi- 

zational chart that you presented to us yesterday, you seem to be 
advising a number of people within the Department of the Army on 
this problem of small business. How large a staff do you have? I 
don’t mean the 360 field specialists 
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Mr. Askins. You mean immediate staff ? 

Mr. Weapock. Immediate staff. 

Mr. Asxrns. I have a little bit more than Mr. McKellar. I have 
myself, Mrs. O’Brien, who is present here with me today, as a busi- 
ness analyst, and I havea typist. There are only three on my staff, sir. 

Mr. Weapock. What is a brief thumbnail description of the opera- 
tion of your immediate office with regard to all of these different 
tangents that you are alined with ? 

Mr. Asxrns. I think the best way for me to answer that is with 
the hats that I am wearing; it entails me being both on the policy 
end, because where I am physically located, of necessity, I must handle 
the ‘operational end to see that the policy that is given ’to us by DOD 
and promulgated by the Department of the Army, is then implemented 
and carried down to our people within the technical services. 

At the same time, we serve to a great extent industry people that 
come in and want guidance and assistance, also technical assistance 
when it is needed. 

direct the people to the small-business advisor of each of the 
technical services. At the same time I try to make the rounds of 
my small-business people out in the field, such as I will do on this 
research and development survey, because I feel I must know first- 
hand what the situation is before I can make a recommendation to 
those that can make the ultimate decision on what we are going to do 
on an overall program. 

Mr. Weapock. Do you visit your people in the field very often? 

Mr. Asxrns. I try to visit 30 installations a year, but I have not 
been making that many the last couple of years. It has been aver aging 
about 15 or 16. 

Mr. Weapvock. Yesterday Secretary McGuire commented on the 
difficulties the committee pointed out the year before with regard 
to civil-service job classifications for these specialists within the De- 
partment of Defense. What has been your experience with regard 
to this difficulty within the Department of the Army / 

Mr. Asxins. I would like to say in behalf of that subject—and |] 

am glad that you brought it up because I was going to bring it up had 
you “not—when this question was posed to Mr. McKellar yesterday, 
I was a little surprised. The simple reason is that he is aware of 
but no doubt feels that we can iron out our difficulties, but we are 
having difficulties in this area at the present time, and I brought with 
me this morning, based on the antimony of yesterday, and wanting 
further to put into the record what we are doing in this area—here 
is the actual copy of the memor: on Tg by Carter Burgess, the then 
Assistant Secretary of Manpower and Personnel for the Department 
of Defense, written to the Civil Service Commission, asking about 
classifications and ratings for small-business personnel. 

This letter I would like to offer for the record, but together with 
it I would like to offer the reply by the Civil Service Commission 
which gave us a category for small-business people. 
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(The documents referred to follow :) 


ExHIsit 24 


ASSISTANT SECRETARY OF DEFENSE, 
MANPOWER, PERSONNEL, AND RESERVE, 
Washington, D. C., December 19, 1956. 
Memorandum for the Deputy Assistant Secretary of Defense (Supply and 
Logistics). 
Subject: Civil-service classification and ratings for small-business personnel. 


This is further in reference to a memorandum of April 13, 1956, from this 
office advising you of the action taken in response to your memorandum of 
March 1, 1956, on the matter of civil-service classification and ratings for small- 
business personnel. 

Specifically, we recommended to the Civil Service Commission that the spe- 
cialized work performed by small-business specialists be recognized by the estab- 
lishment of a “small business specialist” option within the “business analyst 
series.” 

Attached for your information is a copy of a letter received from the Chief, 
Standards Division, Civil Service Commission, dated December 11, 1956, notify- 
ing us of their decision to establish the option as requested. 

CARTER L. BURGESS. 


ExuHrsit 25 


UNITED STATES CIVIL SERVICE COMMISSION, 
Washington, D. C., December 11, 1956. 
Mr. Henry A. DUFLOoN, 
Deputy Assistant Secretary, Office of Assistant Secretary Manpower, 
Personnel, and Reserve, Department of Defense, Washington, D. C. 

Deak Mr. DuFtLon: Your letter of April 13, 1956, reqested that a few option 
“small business specialist’ be included in standards for the business analyst 
series, GS—1140-0. 

Classification standards for this series stated that business analysts are 
primarily generalists. Therefore, establishment of the recommended option re- 
quired a study resulting in a minor revision of the standards. This study, in- 
volving positions in the Departments of Defense and Commerce, has been com- 
pleted. The December issue of standards will include an amendment to stand- 
ards for the business analyst series providing for the following options based 
on specialized knowledge and experience requirements : 

Business Analyst (Foreign Trade) 
Business Analyst (Domestic Trade) 
Business Analyst (Small Business) 
Business Analyst (General) 
Sincerely yours, 
C. MANSEL KEENE, 
Chief, Standards Division. 


Mr. Askins. Unfortunately it is not the category—we did not know 
this at the time that we accepted it—it is not the category that can best 
serve us in the Department of Defense. They have put small-business 
specialists into business analysts—small-business specialists—series. 
As a result, at the present time in some of our installations, as you no 
doubt will hear from the technical services, we are having civil-service 
difficulty and losing grades of our personnel who have been these 
same grades for 3, 4, or 5 years, but all of a sudden it is decided, since 
we have ac ategory, that they should be reduced from a grade 12 toa 
grade 10 or a grade 9, and this is concerning us greatly. 
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Mr. Weapock. What do you plan to do within the Department of 
the Army to preclude such action from continuing ¢ 

Mr. Asxrns. We have taken the necessary action, sir, through the 
Assistant Secretary of the Army (Logistics), having him write a 
memorandum to the Assistant Secretary of the Army for Manpower— 
this is from Mr. Higgins to Mr. Hugh Milton ITI, asking that he get 
clarification on this point and to support us on the existing grades we 
now have. 

Mr. Weapock. I just have one last question, Mr. Askins. I think 
your chart this morning regarding the percentage awarded to small 
usiness on the set-aside is very helpful to us.* I think there is one 

further line in here that would perhaps be helpful, which would be, 
rather than the percent of total obligated, a percent of suitable and/or 
potential covering the same periods. I am sure you have those figures 
available. 

Mr. Asxrns. I would have to work those up. It is a very simple 
operation here, Mr. Weadock. I would be more than happy to do it. 
However, I would like to reemphasize and stress the one thing that I 
said yesterday. Possibly this is not in keeping with the overall 
reporting system of the Department of Defense, but I feel very 
strongly about ever reporting a percentage of what we awarded to 
small business, of potential, unless we are going to have a meeting of 
the minds when it comes to specific items, such as a B-29, the Nike, 
and other items which definitely cannot be manufactured by small 
business. 

If we can exclude those, then I would be happy to see it done on a 
basis of all the others as a possible potential, screen it for what we 
consider to be potential; but it is an unrealistic figure, as I pointed out 
to you yesterday, because you feel that small business can make that 
glass. Iam on the west coast and I don’t feel that they can, so there 
is a human element involved. 

However, I will be glad to figure these percentages and present 
them for the record. 

(The figures referred to follow :) 


EXHIBIT 26 


Procurement dollars awarded—Awards to small business through set-asides’ 


1953 1954 1955 1956 9 months, 9 months, 
1956 1957 

Total obligated 2___._.......-- | $7,077 $4, 560 $5, 296 $4, 429 $2, 672 $2, 991 

Dollars suitable 2 .--| $3, 524 $2, 334 $2, 730 $1, 939 $1, 145 $1, 303 

Awarded small business-- .| $2, 583 | $1, 600 $1, 904 $1, 726 $1, 093 $1, 221 

Percent of total obligated_....| (36. 5) (35. 1 (36. 0 39. 0) (41.0) (39. 0) 
Awarded small business | 

through set-asides__..._..-- | (3) $40, 345, 904 ($92, 599, 884 | $173, 598,666 | $117, 466,320 |$166,591,043 

Percent of total obligated. .___|____. (0. 9) (1.8 3.9 (4. 4) (5. 6) 

Percent of dollars suitable_....|__._-- 1.7 (3. 4) 9.0 (10. 2) (12. 8) 
Percent awarded small busi- | 

BRiscndbacditaditandacavceu 3) 2.5 (4. 9) (10. 0 (10.7 13. 7) 


! Does not include interdepartmental or interservice procurement. 
2 In millions of dollars. 
3 Not available. 





% See exhibit 16, p. 66. 
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Mr. Weapock. I think it would help to make the presentation more 
complete. As we discussed yesterday, we certainly are not, as far as 
the committee is concerned, completely sold on the potential approach 
either. 

Mr. Asxins. Will do, sir. 

Mr. Weapock. I have no further questions, Mr. Chairman. 

Senator Kucuer. Thank you very much. 

Mr. Asxins. Thank you, sir. 

Senator Kucnen. General Cummings, welcome. We are glad to 
have you here. 


STATEMENT OF LT. GEN. E. L. CUMMINGS, CHIEF OF ORDNANCE, 
DEPARTMENT OF THE ARMY; ACCOMPANIED BY MAJ. GEN. 
AUGUST SCHOMBURG, CHIEF, RESEARCH AND DEVELOPMENT 
DIVISION; BRIG. GEN. JEAN E. ENGLER, CHIEF, INDUSTRIAL 
DIVISION; AND H. M. EVANS, SMALL-BUSINESS ADVISER TO 
CHIEF OF ORDNANCE, DEPARTMENT OF THE ARMY 


General Cummines. Mr. Chairman and members of the subcom- 
mittee, I welcome the opportunity to report on the Ordnance Corps 
small-business program and procedures. I would like to submit for 
the record the following exhibits: (1) Letter of small-business activi- 
ties, dated January 23 , 1957; (2) Ordnance Corps small-business pro- 
gram booklet; (3) Ordnance C orps Order No. 35-55—subject: 
Ordnance Corps Small Business Functions, dated September 13, 1955; 
and (4) a list of installations having sample displays and/or item 
exhibits, on a State-by-State basis. 

Senator Kucuen. We will include the documents in the appendix 
of this record.” 

General Cummines. At the start, I would like to emphasize the im- 
portant role of small business in the accomplishment of the Ordnance 
Corps mission. Simply put, our mission is to furnish the finest fight- 
ing equipment in the world to the finest Army in the world. Such a 
mission can only be successfully accomplished through a smoothly 
functioning science-industry-Ordnance team. 

We do recognize the important contributions of small business in 
the fields of both science and industry and know that we must develop 
and maintain the resources of know-how and production that are 
available in this important segment of American business. 

I have been associated with the Ordnance small-business program 
since 1951. At that time, as Chief of the Industrial Division—the 
position now occupied by General Engler—I had an active part in the 
establishment of the Ordnance small-business organization, and in the 
formulation of the initial policies designed to carry out the Army 
small-business program. Since 1953, as Chief of Ordnance, my in- 
terest in this program has been on an even broader basis, extending to 
our field service and research and development activities. 

In your invitation you have indicated a particular interest in my 
small-business organization and the qualification of the pe rsonnel in 
thisorganization. I should like to present for the record the organiza- 
tional chart of my small-business organization. 





*°These documents appear in the record as appendix VIII, pp. 424-442. See also ap- 
pendixes XII and XIII, beginning on p. 446. 
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(The chart referred to follows:) 


EXHIBIT 
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SMALL BUSINESS 
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(EXECUTIVE AGENCY) 
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(EXECUTIVE) 







CABINET COMMITTEE 
ON 
SMALL BUSINESS 








THE 


CABINET 

















HOUSE 
SMALL BUSINESS 
COMMITTEE 


SENATE 
SMALL BUSINESS 
COMMITTEE 






THE 


CONGRESS 












DEPARTMENT OF DEFENSE 
OFFICE SECRETARY OF DEFENSE 
SMALL BUSINESS 

DIRECTOR 


| Tt 


DEPARTMENT OF AIR FORCE 
SMALL BUSINESS 
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DEPARTMENT OF NAVY 
SMALL BUSINESS 
ADVISOR 











CONUS AS/A (LOG) DIR. OF RAC TOTAL D/A SMALL BUSINESS SPECIALISTS 
ARMIES OCS/L CHIEF OF R&D 360 


SUR. GEN. ENG CORPS TRANS CORPS CHEM CORPS QM CORPS SIGNAL CORPS 
SMALL BUSINESS MALL BUSINESS SMALL BUSINESS SMALL BUSINESS SMALL BUSINESS SMALL BUSINES@ 
AOVISOR ADVISOR ADVISOR ADVISOR AOVISOR ADVISOR 





ORDNANCE CORPS 
OFFICE, CHIEF OF ORONANCE 


SMALL BUSINESS OFFICE 
(OROD!IS) 
SMALL BUSINESS ADVISOR 


OEPOTS 


DISTRICTS COMMAND- ARSENAL 


SMALL SUSINESS SPECIALISTS SMALL BUSINESS PECIALISTS SMALL BUSINESS SPECIALISTS 





(14S, 8. SPEC) (12S, 8. SPEC) (17 S. 8. SPEC) 
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SPECIALISTS 





32S. B. SPECIALISTS 








SMALL BUSINESS PROCUREMENT PROGRAM 99 


In this connection, I am satisfied that we have within the Ordnance 
Corps a basically sound small-business structure and believe that, in 
general, we have qualified people, properly placed throughout ‘the 
Corps. Organizationally, Ordnance small-business specialists are 
assigned in accordance with the followi ing listing: 


EXHIBIT 27 (a) 


Listing of Ordnance Corps key small-business personnel 





Installation Title | Grade 
en Sener On COUN So as chan cans cnakwaunncdeesadawon Small-business adviser... ____- .| GS-15. 
Districts: 

Birmingham ordnance district _--- be ....-| Small-business specialist.........| GS-12 
Boston ordnance district : 5s news ALAS GS-12 
Chicago ordnance district__-- ‘ GGis.. jain eats ...-| GS-13. 
Cincinnati ordnance district > dk ee GS-12. 
Cleveland ordnance district. ‘ “ «G0... : siesta ct Mees 
Detroit ordnance district s .-do a 5 | GS-13. 
Los Angeles ordnance district. _- : SS ae GS-12. 
New York ordnance district : : | a ee ..| GS-12. 
Philadelphia ordnance district a avoid _..-| GS-13. 
Pittsburgh ordnance district___- <a ita SR Peep 
Rochester ordnance district catia RE tsteets ss cin aapteniiiocas a 
San Francisco ordnance district . do ; : | GS-12, 
St. Louis ordnance district ..do ; | GS-12. 
Springfield ordnance district 7 er .....| GS-12. 
Arsenals | 
Benicia Arsenal ...do snenssct -e 
Frankford Arsenal do... ; GS-13 
Picatinny Arsenal sae ecm sO ‘ i, -.----| G@8-13. 
Raritan Arsenal ; do : Jeeta aite micas oseiacaaet a 
Redstone Arsenal xi do Sas etek ‘ 
Rock Island Arsenal do.!. = GS-13 
Springfield Armory do 7 GS-13. 
Watertown Arsenal___- ‘ oe a anes we 
Watervliet Arsenal _- | <a Gs-13. 
Depot: Rossford Ordnance Depot do ‘ ee 
Commands 
Ordnance Ammunition Command_.--._- -do_. asndonell aeeeene 
Ordnance Tank-Automotive Command- -- ea do. a ie a ae GS-14. 
Ordnance Weapons Command-.---..--- ; a ncaa dcuniseicin dena a ae 





! The small-business specialist at Rock Island Arsenal also serves the Ordnance Weapons Command. 

? Part time. 

General Cummings. Retaining trained and capable people is always 
a problem. I feel that as long as. I can maintain the grade level created 
for my small-business personnel, that I will be able to hold an effective 
and capable organization to carry out the Ordnance small-business 


program. 
My office here in Washington establishes policy and exercises staff 
supervision over the overall small-business program. As you are 


aware, Mr. H. Mansell Evans is my small-business adviser. He has 
direct access to me and to my Assistant Chiefs of Ordnance on small- 
business matters. 

In addition, Ordnance has 75 small-business specialists in the field. 
Twenty-six of these are located in m: yor purchasing offices and devote 
full time to small-business matters. The remaining 49 specialists are 
located in smaller purchasing offices which do not require their full- 
time assignment to this phase of our operations. 
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The Ordnance Corps is a decentralized organization. We separate 
our commodities and assign them to appropriate commands and arse- 
nals who are charged with the responsibility for the planning, direc- 
tion, controlling, and appraisal of their particular programs. These 
commodity centers procure, on a nationwide basis, by advertising. 
They also direct, control, and approve negotiated procurement which 
is handled by the district offices that represent the 14 geographical 
areas into which the country is divided. These district offices, in addi- 
tion to negotiating, placing, and administering negotiated-type con- 
tracts, are also chs arged with the responsibility for administer ing the 
contracts which have been advertised and placed by the commodity 
commands.”* 

We have seven commodity commands and arsenals. The command- 
ers of these installations, in contrast to district commanders, are com- 
modity managers for their assigned materiel for the entire United 
States. 

At each of these installations there is a competent, full-time small- 
business specialist functioning as an adviser to the commanding gen- 
eral or officer to whom he has direct access. These specialists, as active 
members of the Purchase Assignment Board, initially screen the pro- 
posed procurement for suitability of small-business participation and 
the method of procurement to be used. They also make recommenda- 
tions to the contracting officer as to the desirability of utilizing a total 
or partial small-business set-aside. On procurements of $10,000 or 
over, these specialists further screen the proposed procurement with 
the Small Business Administration representative and jointly recom- 
mend to the contracting officer the desirability of a small-business 
set-aside. 

Likewise, each of our 14 district offices has a full-time specialist 
functioning as an adviser to the district commander. Again, they are 
organizationally placed so that they have direct access to the com- 
manders. The specialist at the district has many important respon- 
sibilities relative to small businesses. He must see that they are ade- 
quately represented in the bidders’ lists for solicitation and that they 
receive all available assistance in financial and technical areas. 

He assists them, when needed, in the preparation of bids and pro- 
posals. Acting in behalf of the contracting officer, he contacts both 
small and large business to urge maximum uti ilization of small busi- 
ness in subcontracting roles. 

At other purchasing offices, our small-business specialists have simi- 
lar organizational positions and duties. 

Allof my small-business personnel have been so placed as to facili- 
tate effective implementation of my small-business policies. I am 
proud of the Ordnance small-business people. I feel that, without 
a doubt, we have the best-qualified and most competent personnel that 
can be secured. It has been my policy to obtain civil-service grades 
high enough to permit me to secure and retain highly competent per- 
sonnel. Recently I have had some difficulty in defending the grades 
of my small-business specialists. I believe we will be able to success- 
fully sustain their status. 





7 Commodity center chart retained in committee files. See appendixes IX, X, and XI, 
pp. 443-445. 
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I would like to add, Mr. Chairman, however, that in the event that 
we are unsuccessful, particularly with reference to my small-business 
specialist at the T: ank-Automotive Command in Detroit, it would 
have a most adverse effect upon the entire Ordnance small-business 
organization. 

Senator Kucnet. Who is your difficulty with, General ? 

General Cummineos. The Civil Service Commission, sir, as covered 
by Mr. Askins. 

Senator Kucurent. What view do they take with respect to your 
decision as to what kind of personnel you need ? 

General Cummines. According to their ground rules, they do not 
feel that my opinion of the importance of the particular job at the 
Tank-Automotive Command warrants the pay that we feel that it 
should, sir. 

Senator Kucne:. And how long have you had civil-service per- 
sonnel of a given level to which the Civil Service Commission now is 
objecting ¢ 

General Cummines. I believe it has been about the past 2 years, 
sir. In organizing the Ordnance small-business program back in 
1951, we felt that we were particularly fortunate in getting highly 
qualified personnel for these positions, ‘and we paid them the proper 
grades and ratings to so attract them. 

Mr. Kennedy, who is here today, the small-business specialist from 
the Tank-Automotive Command, was one of the original incumbents 
of these positions in the field. 

Senator Kucuex,. Who does your office deal with, General, in the 
Civil Service Commission ? 

General Cummings. My office deals with General Magruder’s office, 
represented by General Cassevant yesterday, the Chief of Logistics in 
the Army. 

Senator Kucuen. With respect to Civil Service? 

General Cummings. Our channels are the same through there with 
our Army personnel. I might state the Deputy Chief of Staff for 
Logistics and the Secretary ‘of the Army’s Office are both in full ac- 
cord with our position that these gentlemen warrant the rates we are 
asking that they retain, sir. 

Senator Kucuen,. And under the general civil-service laws, is it 
true that when the level of salaries which these particular people were 
authorized to receive 6 years ago, it was by reason of the approval 
of the Civil Service Commission? Is that the way that works? 

General Cummrnos. I must assume that it was approved at the time, 
sir. I do not recall the specific case. 

Senator Kucue.. So that we now face a situation wherein what the 
Civil Service Commission decided 6 years ago was adequate, now there 
is some indication that at least some of their representatives deem this 
too high? 

General Cummines. Unfortunately, sir, I am not in a position to 
confirm that statement. 

Mr. Askins. May I support you on that, General Cummings ? 

The point I tried to shake — this: Maybe we have a man who is 
an industrial specialist, and has been since 1951, and in that grade we 


had no difficulty. 
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When we asked for a category from Civil Service Commission and 
they made him business analyst instead of industrial specialist, then 
they—the Civil Service Commission—feel under the business analyst 
classification that it does not justify that high a grade, but the jobs 
and the functions are still there, so they possibly should not be busi- 
ness analysts. 

They possibly should be, in my opinion, industrial specialists, small- 
business specialists. 

Senator Kucue,. You mean, when you ask that a man’s responsi- 
bilities be reclassified, that is when you get into trouble and they tell 
you that they should not be paid as much as they have been receiving ? 

Mr. Asxr1ns. Because in different types of jobs they have different 
grade levels, you see. 

General Cummines. As I indicated in my statement, I feel that we 
will be able to successfully defend this. I feel that we have a proper 
claim for the current grades. 

In the event, as I indicated, Mr. Kennedy specifically would be 
downgraded, since he is the senior field representative, it would have 
a most adverse effect throughout by entire Ordnance Corps structure. 

The committee, in extending its invitation to me to attend this 
hearing, indicated an interest in 12 operational policy matters. I 
ma like to discuss these subjects in sequence. 

First are our detailed procedures of reviewing or screening all 
act of procurement before solicitation. I have ‘already discussed 
in some detail the participation of our small-business organization in 
the overall procurement mission. 

Essentially, Ordnance recognizes no basic difference between adver- 
tised, negotiated, classified, or unclassified procurement insofar as 
small- business s participation is concerned. My policy is aimed pri- 
marily at insuring a screening of all procurement in order to permit 
participation by small business wherever they are qualified. Negotia- 
tion is used when it is determined necessary to insure sound procure- 
ment or to aid small business rather than as a device to eliminate 
small business. 

Classified procurement is used, where required, to safeguard secu- 
rity, and from a security standpoint small business is considered 
equally qualified with big business. In fact, it would appear that 
smal] business should have less difficulty in completing the security 
screening than the more complex organization that might be expected 
to be found in big business. 

2. In determining items which are suitable for small business it is 
my policy to require that our small-business specialists have access to 
all procurement action, either unilaterally or as a member of the 
Purchase Assignment Board. In general, these specialists apply the 
following criteria in determining ‘items suitable for small business : 

(a) A determination as to the completeness of engineering and 
specifications in order to insure that the product required is exactly 
described for manufacturing purposes. 

(6) Whether or not the item is of a type normally produced by 
small business. 

(c) Whether or not small business has been competitive in pre- 
vious procurement. 





wef — 


as 


SMALL BUSINESS PROCUREMENT PROGRAM 103 


(d) The capacity required to produce the item in order to estimate 
whether small business might be expected to have the working force, 
space, and equipment needed. 

(e) The ability of small business to meet the time and rate of 
delivery. 

It is Ordnance policy to maintain comprehensive source files by 
product and by manufacture. Bidders’ lists are selected from these 
files on a product- -class basis. 

4. In those instances where the bidders’ lists are rotated by reason 
of the number of prospective bidders, the various commodity com- 
mands establish their own method of rotation. Regardless of their 
method, however, it is necessary that their selection be screened by 
the small-business specialist to determine that the small-business con- 
cerns have been provided an equitable share of the space involved in 
the rotation. 

5. With reference to advertised versus negotiated procurement, as 
has been previously stated, it is Army policy to consider advertising 
as the preferred method of procurement. In support of this policy 
the Ordnance Corps advertises wherever practical; however, because 
of the complexity of many of our products and/or their dissimilarity 
to existing commercial production, we are required to employ nego- 
tiation to a great extent. 

We, however, do not consider that the use of negotiation in itself 
penalizes small business. Rather, we sincerely advance our belief 
that the lack of formality and the opportunity to thoroughly nego- 
tiate significant aspects of the procurement with the prospective con 
tractors will assist in determining the capability of qualified con- 
cerns eliminating the unqualified, thus lending the greatest assistance 
possible to sm: all business. 

In the application of our set-aside procedure, negotiation is re- 
quired in order to afford the considered contractor an opportunity 
to match the price of the basic award. 

6. With respect to the use of specifications it is basic Ordnance 
policy to obtain a complete engineering package, including both 
specifications and applicable drawings at the earliest possible time in 
the life of a particular product. It is recognized that many factors 
influence the avail: ibility of such an engineering package. 

A’ missile being rushed into production from development with 
a constant flow of engineering change orders may not provide an 
engineering package until production has been underway for a 
number of years. 

On the other hand, a product being phased into production under 
a situation which permits the phasing on a sequential basis will 
permit the completion of product engineering as an independent 
element and will provide a complete engineering package before 
procurement is initiated. 

The policy which determines the stringency of specifications is 
directly related to the end use, to reliat bility, safety, and maintenance 
of equipment. Specification tolerances are established as leniently 
as possible, consistent with good workmanship and standard commer 
cial shop practice, while being maintained as close as nec essary in 
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order to assure reliable performance and safety. Deviations from 
specifications are authorized when the material remains serviceable 
and acceptance is in the best interest of the Government. 

Factors considered are economics, urgency of the situation, or 
improved manufacturing procedures, without compromising relia- 
bility, safety, maintenance, stor age life, or interchangeability. 

. With respect to unrealistic requirements and delivery schedules, 
the: Ordnance Corps procures supplies and services based on firm 
requirements generated by supply and stock control personnel. A 
minimum of 30 days is allowed for prospective contractors to prepare 
their bids except when an emergency necessitates a contraction of this 
time period. 

Delivery schedules are established that will recognize the date the 
item is required i in supply channels. However, Ordnance contracting 
officers, by policy directive, are required to review any unrealistic 
delivery requirement with the supply managers prior to initiation 
of procurement. 

8. Our present policies regarding the availability of progress pay- 
ments makes no distinction between small and large business. How- 
ever, the Ordnance Corps aids small-business concerns in many areas 
not prescribed by regulations. Frequently, assistance is furnished 
small-business firms in connection with completing their private 
financing by facilitating assignment of contracts to banks to secure 
private credit lines. 

We have established procedures to insure that a small-business 
firm’s request for progress payments will not be treated as a handicap 
in awarding a contract. In addition, Ordnance contractors are not 
expected to seek or obtain loans or credit from agencies of the Gov- 
ernment outside the Department of Defense. Formerly, in some 
instances, contractors were referred to the Small Business Adminis- 
tration or other Government agencies for an overall loan in pref- 
erence to arranging for progress payments or other Defense financing 
on a contract-by-contract. basis. 

Now if the contractor requests individual contract financing, and 
is financially responsible, we will finance his contract when the need 
is indicated. 

Also, we now use progress payments on formally advertised pro- 
curement and to finance performance under subcontracts. Similarly, 
we do vary the progress payment liquidation rate on small-business 
contracts within limits to assist the contractor. 

9. Call and open-end contracts are primarily used by Ordnance 
for the ready procurement of on-the-shelf, easy-to-get items. These 
type contracts provide a simplified procurement means and permit 
the reduction of inventories. Our national procurement agencies 
use these contracts to an extremely limited degree. They are used 
more frequently by local installations in meeting their day-to-day 
demands by contracting with their local sources. 

Additionally, GSA schedules are used quite frequently by our 
various procurement offices. 

10. The policy of having the set-aside portion for small business 
meet the weighted average award price of that portion not set aside 
has recently been rescinded. Our current policy is to award the 
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set-aside portion to small business at the highest award price on the 
non-set-aside portion. 

11. With reference to “sole source,” emphasis is placed in Ordnance 
procurement on the creation of competition and the avoidance of 
sole sources. 

This effort applies equally to formal advertisement and negotiated 
procurement. We have long recognized that the time at which we 
must establish our rights to drawings and other technical information 
is at the time the development is initiated. At the same time we must 
respect the rights of contractors to the know-how that has been created 
at their own expense over a long period of time. 

Toward this end, over the past several years the Ordnance Corps 
has insisted that we be given prior notice as to the proposed incor- 
poration of proprietary items. This affords us the opportunity to con- 
sider the substitution of nonproprietary items. Such a program 
requires some time to bear fruit, and it will be several years before its 
- impact is felt. 

The term “weapons system procurement” is not related to any 
a “if regulation within the Department of the Army. In certain 
euided-missiles systems, where procurement and development are 
always telescoped through necessity, successful development, evalua- 
tion, and initial procurement can be achieved in the most economical 
and efficient manner through vesting in a single prime contractor the 
responsibility for these functions to the greatest practical extent. 

There is nothing inherent in the employment of prime contractors 
in this role that will adversely affect small business. As a matter of 
fact the record of some of our guided-missile-system contractors in 
regard to utilizing small businesses in subcontracting roles has been 
outstanding. 

General Engler will present some statistics in this area. However, 
[ feel you should know that on my visit to two of our largest con- 
tractors last week, both emphatically stated that the small businesses 
which supported them were truly essential to their operation. 

In addition to the 12 policy-operating matters, the committee has 
expressed an interest in learning what we have done to carry out 
the recent Army policy concerning a check list (DA Form 1877) to 
assure small business an equitable opportunity to compete for contracts 
on_a procurement-by-procurement basis. 

We put DA Form 1877 ** into effect in April of this year. It is 
intended not only to provide my small-business adviser, Mr. ‘E 7ans, 
with a management tool to evaluate the effectiveness of our small- 
business policy, but also to similarly serve the small-business spe- 
cialists at our,commodity comm: inds and districts. Sufficient time 
has not elapsed to report any specifics in respect to the use of informa- 
tion generated from this source. 

I would like to say that we in Ordnance appreciate this opportunity 
to discuss with this committee our small-business organization and 
our policies and procedures. We are constantly striving to improve 
our organizations and methods with an objective of utilizing qualified 
small business to a greater extent. We are not completely satisfied that 


% See exhibit 11, p. 60. 
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we have a balanced representation of this very important segment of 
American industry performing contracts for us. I feel that we do have 
an aggressive program in Ordnance and that we are all working to- 
ward W ays and means of improving this program. 

We in Ordnance will certainly appreciate any suggestions which 
the committee may offer in this regard. We have particularly tried to 
assist small business by direct personal contact and by working with 
them in providing fin: uncial, technical, and contractual advice. 

I believe it would be appropriate to mention, too, the engineering 
support and technical assistance rendered Ordnance contractors gen- 
erally, and which Ordnance small-business contractors have, in par- 
ticular, availed themselves of. 

At all of our commands, arsenals, and research institutions contrac- 
tors have asked for and received technical advice and assistance in the 
conduct of their defense contract operations. I might add that this 
is not limited to Ordnance contractors. This technical advice and as- 
sistance comprehends test activities and proving out of product as well 
as production. 

We ourselves benefit by this interchange, and many of our improve- 
ments have been generated by this getting together of Government and 
contractor engineering staffs. 

Quite recently I was extremely gratified to receive a letter from 
one of our small-business contractors in the weapon field. I would 
like to quote from it, because I feel that it is a reflection of the coopera- 
tion which I have just mentioned. 

It has been my conviction for some time that the legislative branch of the 
Government, and the public at large are aware of the extent to which Ordnance 
procurement tends to flow to the larger businesses—which is surely understand- 
able in view of the tremendous capital and personnel requirements for much of 
the work—but are generally unaware of the extent to which the Army Ordnance 
has followed through on the policies of the executive and legislative branches 
of the Government with respect to small business. 

This has been manifest in many conversations I have had with business and 
Government leaders; and it has given me considerable satisfaction to be able to 
cite our Case as an example of what Army Ordnance has done with and through 
small-business concerns. 

It has been my intention to make this statement responsive to the 
committee’s invitation of June 3, 1957, and in accordance with the 
committee’s desires I am accompanied by Maj. Gen. A. Schomburg, 
the Chief of my Research and Development Division, and Brig. Gen. 
Jean E. Engler, Chief of the Industrial Division, in order that they 
may report to the committee regarding the phases of procurement 
under their direction. As they will, i in their report, enlarge in some 
detail on matters which I have discussed in my statement, I respect- 
fully request that they be permitted to make their reports prior to 
the initiating of general questioning. 

Again, I wish to thank the committee for this opportunity, and, 
if the committee so desires, I will introduce General Engler, who 
will report on the industrial phase. 

Senator Kucuen. Thank you very much, General. 

I must say that is an extremely interesting and splendid report 
which I am glad to listen to. 

The committee will now be glad to hear from General Engler. 
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STATEMENT OF BRIG. GEN. JEAN E. ENGLER, CHIEF, INDUSTRIAL 
DIVISION, OFFICE OF CHIEF OF ORDNANCE, DEPARTMENT OF 
THE ARMY 


General Eneier. Mr. Chairman and members of the subcommittee, 
in starting, Mr. Chairman, I would like to say that Mr. Thomas F. 
Kennedy, who is the small-business specialist at the Ordnance Tank- 
Automotive Command, has been at grade 14 since 1951. 

I have a short prepared statement, Mr. Chairman. As Director 
of Procurement and Production, it is my task to see that the policies 
of the Department of Defense, Department of Army, and the Chief 
of Ordnance are aggressively implemented in this phase of the 
Ordnance Mission. 

General Cummings’ emphasis on the Ordnance small-business pro- 
gram has been and continues to be reflected in our procurement ac- 
tivities. For example, over 3 years ago we took a very positive step 
to maintain small-business skills for the fabrication and manufacture 
of Ordnance material. We issued a policy that there would be no 
investment of Government funds in construction or expansion of 
facilities to enable prime contractors to manufacture items or com- 
ponents that could be obtained in sufficient quantities by subcon- 
tracting. I would like to submit for the record the Ordnance pro- 
curement instruction. 

(The document referred to follows :) 


EXHIBIT 28 
ORDNANCE PROCUREMENT INSTRUCTION 
INDUSTRIAL FACILITIES 


13-102 Subcontracting in lieu of procurement of new facilities: 

(a) From the point of view of effective utilization of private industrial facili- 
ties and in accordance with current economy objectives, it is the policy of the 
Ordnance Corps to avoid, whenever possible, investment of Government funds 
in the construction or expansion of facilities solely to enable a prime contractor 
to manufacture items or components which are otherwise available to such prime 
contractor in sufficient quantity by means of subcontracting. 

(b) Project requests for funds for additional facilities in such cases will be 
given favorable consideration only under most unusual circumstances involving, 
but not limited to, extreme technical difficulties, demonstrated necessity for 
unique engineering controls, known single source of supply, or substantial price 
advantage as compared with the cost of subcontracting. 

(c) When any such project is to be justified on the basis of a substantial price 
advantage, sufficient information will be included to permit a price analysis of 
the prime contractor’s proposal, including comparison with prices from subcon- 
tractors or other sources. 


General Enever. Although our reporting system will not permit us 
to fully assess our subcontracting policies, we have been able to obtain 
detailed information from several of our larger prime contractors. 

In this respect we have been particularly interested in the area of 
guided missiles and in the area of the major items of tank-automotive 
because it is these particular items which commit us to contracts with 
large manufacturers by reason of the fact that the number of people 
required to do the job places them in the categories which are above 
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our definition of small business. I have picked three of our key 
guided-missile contracts to give some example of the results of our 
contacts with industry and the reports from industry in regard to 
their subcontracting procedure. 

One example is the Hawk missile contract. Of 1,800 subcontractors 
used by the prime contractor, 1,530 or 85 percent are small-business 
firms. 

Another indication from the dollar volume standpoint involves the 
Douglas Aircraft Co. This concern is a key subcontractor to Western 
Electric in the manufacture of the Nike guided missile. This firm, 
which participates in other missile programs, has subcontracted $ 
million out of a total of $97 million of their Army Ordnance va hedj 
Of the $58 million which they have subcontracted, approximately $29 
million or 50 percent went to smal! business. 

In our Charlotte Ordnance missile plant, which is just now being 
established and going into production and which is operated for the 
Army by Douglas Aircraft, based on the first third of the calendar 
year of 1957, and extending this trend through 1957, 37 percent of 
purchases by Douglas will be in Charlotte, N. C.. amounting to $2.6 
million—all of which are small businesses. An additional 48 percent 
will go elsewhere in North Carolina. Our Nike ground guidance 
equipment is produced by the Western Electric Co. in its North Caro- 
lina shops. During 1956, the total shop cost of deliveries, before 
overhead, profit, et cetera, amounted to $161 million. Of this amount 
$102 million went to 4,500 outside suppliers in 46 of the 48 States. 
Of these, over 80 percent qualify as small business. 

Going for just a minute to the automotive field, Alco Products, Inc., 
in producing M48A2 medium tanks, has disbursed $12.6 million, or 
38.5 percent, to small business out of $33 million total disbursement 
to subcontractors during first half of fiscal year 1957. This is a 
major accomplishment considering that many large and complex 
components are involved that by their nature are restricted to firms 
having substantial private investments in facilities. 

In addition to policies, procedures, and practices put out in written 
directives, I have encouraged personal contact by top management 

yersonnel of the Office, Chief of Ordnance, with Ordnance small- 
Scie specialists whenever the opportunity presents itself. Also, 
each district, commodity arsenal, and commodity command is visited 
at least once each year on a command basis by a team from my office, at 
which time the activities of the small-business specialist are reviewed 
and ideas exchanged on ways and means of improving local opera- 
tions. Some of the activities of interest to management personnel 
during these visits are the effectiveness of the display of Ordnance 
products for study by interested small-business men, and the accessi- 
bility of the Ordnance small-business specialists to the public. 

In addition, the Ordnance Corps holds an annual meeting of all 
Ordnance small-business specialists and Office, Chief of Ordnance 
Personnel, for the purpose of stimulating interest in the small-busi- 
ness program. These meetings give opportunity to exchange ideas, as 
well as to disseminate current policy and emphasis desired for the 
support of this program. 

The last such meeting was held at Cincinnati, Ohio, in October 1956, 
and a similar conference is planned for the latter part of 1957. Small- 
business specialists are encouraged to present their problems at these 
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meetings, and decisions reached are published for the edification of 
the entire procurement organization of the Ordnance Corps. 

Through these visits and meetings, my management staff gains a 
better appreciation of the small-business pr ocurement problems. As 
a result, I believe that our policy guidance in the small-business area 
is continually improving. 

It is believed that small-business participation in our produc- 
tion-allocation program, under which we plan with industry for mo- 
bilization production sources, will be of interest to the committee. 
Currently we have tentative schedules of production with 1,534 firms 
of which 607 or 40 percent are small businesses. 

My recent experience includes 3 years as Chief, Industrial Di- 
vision, Ordnance Tank-Automotive Command. At that installa- 
tion and in my present assignment, I have worked closely with many 
of our Ordnance procurement officers and Ordnance small-business 
specialists. There is no doubt in my mind that these top manage- 
ment personnel are well aware of the importance, competence, re- 
sourcefulness, and integrity of America’s small-business men. 

These officers fully appreciate the role that small business can and 
does play both under direct Ordnance contracts and in support of 
our large prime contractors. Evidence of this was recently noted at 
a major procurement installation where the commander inaugurated 
a comprehensive training program for his buyers and other person- 
nel connected with procurement to emphasize the policies, objectives, 
and procedures involved in the implementation of the Army and 
Ordance small-business programs. 

You have asked me to report to the committee regarding all phases 
of procurement under my direction, Accordingly I have prepared a 
number of charts *° which give details concer ning Ordnance program 
control, procurement proc cedures, policies pertinent to the small- 
business area, and some statistics on small-business participation in 
our procurement program. 

Before displaying those charts, I would like to say, Mr. Chairman, 
that in our program for the past year we have emphasized three 
particular areas. 

Because of our decentralized organization, we believe that it is nee- 
essary that we periodically put together all of our small-business 
regulations and policies in one booklet and implement or add to those 
our most current thinking and policy and send it to the field as a 
combined or consolidated document, so at that point in time our field 
installations have at their disposal in one place and all put together 
all of the policies and guidance needed in the sm: all-business area 

In furtherance of this program, we did, in May of 1956, send out 
such a program summary, a copy of which is included in the bro- 
chures. This contains all of the pertinent laws and regulations and 
guidance for both the procurement and small-business people con- 
nected or involved in the small-business program in any way. It 
also outlines the duties of the small-business specialists in the com- 
mands and districts and depots. 

In June of 1956 we published our annual procurement policy letter 
which governs the Ordnance procurement policy and all of its pro- 


* See appendixes IX, X, and XI, beginning on p. 443, and exhibit 28, p. 107. See also 
exhibits 29-32 beginning on p. 116. 
*® See appendix VIII, p. 424. 
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curement. activities, research and development, industrial as well as 
field service, and, as usual, that document does contain portions which 
apply particularly to the small-business area.” 

As I stated before, we followed this in October of 1956 with our 
annual small-business meeting. 

In January of 1957, we again reaffirmed our small-business program 
with another combined policy letter containing all of the rules and 
regulations and policy guidance with regard to small business, and 
picking up knowledge which we have gained as a result of our meet- 
ings, our command visits, and my personal visits to the districts in 
command.” 

In Apr il of 1957 we had our regular command arsenal district com- 
mander’s meeting, and as usual in these meetings we set aside a 
portion of the meeting for small-business discussion. 

As I said before, in addition to this, we have also other areas which 
we feel are necessary that we emphasize and to which we directed 
our 1957 program. 

The jobs of our specialists in our districts was of particular interest 
to us in this particular program year, primarily because we feel that 
the job of the specialist in our district is not to wait until small busi- 
ness comes to him but rather to institute a rather aggressive program 
of going out and attempting to find small business and bring small 
business into our program. 

In this area our small-business specialists in our districts as a gen- 
eral policy follow this rule, although I must say that our districts 
do have personality, they don’t always operate exactly the same way, 
or in the same fashion, and they have slightly different approaches 
to their particular problems. 

In most instances I find that the differences in their aproaches have 
been vested or have been obtained as a result of experience in their own 
geographical localities, the way in which they think it is best to get out 
and get to the small business of our countr 2 

As a general rule these small-business specialists have as their re- 
sponsibility the gathering together—and they are assisted by the dis- 
trict staffs in this regard-—of all of the IFB’s, and requests for pro- 
posals which are being promulgated by the various commands and 
districts in the Ordnance system. 

They prepare synopses or reviews of these proposed procurements, 
in which they itemize the items and give a general indication as to 

what is included, in order that they might disseminate that informa- 
tion rapidly to the chambers of commerce of the various centers of 
industry within their particular area, and to their regional offices. 
They have a particular reason for doing this. One is that they find 
that they have the best of luck when they are able to get small 
business interested and have them come into the district or to the 
regional office and sit down with them where they can show them what 
the specifications look like, what the particular drawings that are 
involved in particular procurements are, let them look at displays and 
see what the items are that we are interested in, rather than trying 
to do it on a mailing basis. 


1 See appendix XII, p. 446, and appendix XIII, p. 454. 
*2 See appendix VIII (a), p. 424. 
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Our specialists try to generate interest and persuade the people to 
come in to talk to them with regard to the procurement. This area 
applies not only to advertising but to negotiated procurements as 
well. 

In the area of negotiated procurement, the district enters into the 
procurement to a much greater extent than in the advertised procure- 
ment. As soon as the negotiated procurements are received at the 
districts and go to the planners, the small-business specialists get a 
copy of that partic ular action. 

It is then the specialist’s job to immediately check his source files, 
his information, the data which he has with regard to small businesses 
that he thinks could qualify for this particular procurement. Subse- 
quently he gets together with the planner to review and screen the 
planner’s list to satisfy himself that all small businesses in the area 
that he knows of that can handle this particular negotiation have been 
included. He also participates with the production specialist in 
traveling around the district and in looking over the small-business 
concerns which have been revealed as a result of the interest of the 
chambers of commerce or as a result of the regional office investigation. 

Several of our districts have had a great deal of luck in the obtain- 
ing of radio and television time. On these particular programs they 
have arranged sort of a panel presentation in which the specialist has 
his district chief and the re presentative of the small-business concern 
in the particular area appear, and by reason of panel discussion 
generate interest in the program. 

They also, of course, participate in local business clinics. The 
small-business specialists, as well as our production specialists in the 
district, participate in the clinics that are established by the various 
localities, and actually move our displays in to these clinics when the 
movement of such display is advantageous to the particular presenta- 
tion involved. 

We do know that in our particular procurement, that small-business 
participation is in a large measure, or can in a large measure, be 
improved by getting small-business into our subcontract structure. 

Ve do have many small-business concerns, that contact our special- 
ists, or that our specialists contact in their trips, who are specialists 
in their areas, who realize there may not be a prime contractor imme- 
diately available for their particular type of manufacture, or perhaps 
they do not feel that they do have the type of facilities which would 
qualify currently for any prime contracts. However, they might 
well fit into the subcontract field. It is the small-business specialist’s 
job in the district to have with him, have available to him, data and 
statistics as to the prime contracts which are being performed within 
his district, in order that he may be able to direct potential small- 
business subcontractors to proper people who are prime contractors 
so that they might obtain a hearing and perhaps result in a subcontract. 

We consider the job of the speci: ialists in the district most important, 
because we consider it the very backbone of really our success in 
getting small-business participation in our program. 

The command small-business specialist has a broader responsibility 
than does the district specialist. He has the responsibility for his 
entire commodity and, of course, he does in a great measure enter into 
advertised procurement which is performed by our commands. 
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The last area in which we have been driving for improvement in 
1957, and which still is not by any fashion completely satisfactory, is 
improving our statistics. We feel that if we are really going to make 
any headway in the small-business program, we have to get the kind 
of statistics and the accuracy of statistics that will enable our com- 
modity commands, as well as ourselves in Washington, to correctly 
analyze just what our position is with regard to small business, in 
what areas we think we can accomplish or direct most of our program 
toward small business, and then concentrate in those particular areas. 
If we just tackle it as a broad program, we will probably not make the 
headway which we could if we isolated areas in which we a we can 
make the most headway, and then concentrate in those area 

Our drive on statistics has been to attempt to get the kin of sta- 
tistics we feel will put us in this kind of an operation. 

We are not satisfied to date. However, the statistics are improving. 
They are measurably improved over what they were last year, but we 
feel they can still stand considerably more improvement, and we are 
attempting to move in that direction. 

I do have a few charts, Mr. Chairman, which I would like to use to 
show the general picture of our program. In going to these charts, 
I would like to say that the small-business organization, which I keep 
under my wing, and for which I am responsible in seeing to it that 
policy gets to this organization and that we satisfy ourselves that our 
people have a proper guidance, covers all of our functional fields in 
Ordnance. It is not restricted to the procurement and production 
fields. It covers research and development as well as procurement and 
production as well as our field servce procurement. 

Before going to my charts, Mr. Chairman, there is an exhibit to our 
presentation which has an enclosure concerning negotiation versus 
formal advertising.** The policy statement does not read correctly 
without the enclosure and unfortunately the brochure was sent over 
without the enclosure. I would like your permission, sir, to enter this 
enclosure into the record in its proper position. 

Senator Kucuex. It may be done. 

Let me ask you this before you get into the charts: What percentage 
of your Ordnance procurements goes to advertising as distinguished 
from negotiating ? 

General Eneuer. I have a particular chart which covers this ques- 
tion, Mr. Chairman, if I may wait. (See exhibit 29, p. 116.) 

Senator Kucuen. Now, generally no matter what the interest of the 
district or the area commands may be, I assume, of course, that this 
Office of Defense Mobilization dispersal policy guides each of those 
areas and districts in its procurement on dispersal ? 

General Enoter. The policy of the Office of Defense Mobilization 
with regard to dispersal is applied to Ordnance as a whole, sir. We 
in turn implement that policy, and our districts are required to follow 
that implementation. 

Senator Kucuex. All right, sir, go ahead. 

General Eneter. First and rather briefly, the program organiza- 
tion of the Ordnance Corps stems from the Office, Chief of Ordnance, 


% See appendix XIII (e), p. 456. 
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which is principally a policy and staff office. From the Office, Chief 
of Ordnance, we decentralize into our commodity commands and 
arsenals. Those are the commands and the arsenals that have com- 
modity responsibility for an actual commodity. 

As an example, we have an Automotive Commodity Command 
which has automotive responsibility, nationally and across the board. 
This command prepares the program, they direct the program, they 
control the program, they appraise the program. That is their par- 
ticular responsibility. These commodity commands and arsenals are 
responsible directly for advertised procurement. They control adver- 
tised procurement, themselves, up to the point of placing the contract. 
After the plac ement of the contrac t, they then assign the contract to 
the district office for administration. 

The reason the districts do not do the advertising is because in ad- 
vertising on a national basis, and because we want our districts to 
stay within their own geographical areas, we find it necessary to do 
the public advertising “from the particular command he: adquarters. 

It is, of course, this headquarters that makes the initial decision 
as to whether an item will be : advertised or will be negotiated. They 
have that responsibility. If the decision is made to “advertise, they 
then do the job. If the decision is made to negotiate, they initi: ite 
a request to the various districts requesting that those districts solicit 
proposals. When several districts are involved, proposals are sent 
back to the command for evaluation before final placement of con- 
tract. If several districts are not involved, the instructions go to 
the district that is involved, and the procurement is then awarded 
without further reference to the commodity commands and arsenals. 

The small-business specialists at these commodity commands and 
arsenals hold a very key position. The specialist enters into the pro- 
curement action at two important points. At the time that a require- 
ment is received for procurement in the commodity command, whether 
it be for a major item from Washington or whether it be for a sec- 
ondary item from the field service supply management people who 
are located at this same point, we have a get-together of the engineers, 
the legal people, the procurement specialists, and the small-business 
specialists to determine how that particular procurement will be 
handled. That is, an initial decision is made as to whether it will 
be advertised, negotiated, and, of course, at that particular point in 
time, the small-business participation is considered. 

For those contracts which are made by commands, the small-busi- 
ness specialist again sits in on the board of aw: ards prior to the award- 
ing of the contract or the board of contract review, to review the pro- 
curement along with the other members of the management staff 
who have that responsibility. In this way a small-business specialist 
is brought into the procurement action at two particular points. 
Where it is a negotiation, the district small-business specialist enters 
into the picture at two specific points: At the point that the require- 
ment is received from the command and again at the point of the 
decision as to whether or not the award is being properly recom- 
mended. 

The districts, of course, then have the primary contact with indus- 
try. The supporting arsenals and the depots are included on this 
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chart to show the complete or the major divisions of the Ordnance 
structure. (See appendix IX, p. 443.) 

The supporting arsenals are arsenals which in themselves do not 
have a national mission but which do have a local mission of preserv- 
ing engineering know-how and skills. This is essentially the organ- 
ization. 

Senator Kucue.. Let me, if I may, interrupt you just a moment. 

General ENGLER. Yes, sir. 

Senator Kucuet. Do you have the same problem of determining in 
your supporting arsenal area there, of determining whether or not “the 
procurement will be negotiated or advertised, as you do in the com- 
modity commands? 

General Eneter. If we have the problems at the arsenals, it is to 
a very minor extent, sir. 

We do have small-business specialists at our arsenals, by the way. 
However, their only procurement is local housekeeping-type of pro- 
curement or for materials which they are going to use in their own 
manufacture and fabrication. 

Senator Kucne.. Which would mean, then, that at least the bulk 
of its procurement in each instance would be by negotiation ? 

General Encier. I would say that the bulk of its procurement 
would be by negotiation, yes, sir, in that area. It would probably 
be in the lower dollar value. 

I have 2 charts,** one of which shows our procedure for advertising, 
which I will go through rather rapidly because I have already dis- 
cussed it to some extent. 

As I said before the product centers, which are the commodity 
command or the mission arsenal, have the responsibility for all our 
advertised procurement. 

The district is not left out of this advertised procurement. True, 
the command goes to industry for proposals. However, they send 
copies of bids to the district office. It is the district office’s job to 
solicit additional interest in that particular advertised procurement, 
to be in a position to make available promptly, within their geo- 
graphical area, additional copies of the IFB specifications to inter- 
ested small business, and actually to assist small businesses’ in pre- 
paring their IFB’s where they “a such help. 

In many of our district offices we have frequently actually prepared 
a financing schedule for the small business that is interested in the 
procurement; sending him to a particular bank for a loan, when we 
had the guaranteed Joa an in full operation. 

Of course, our current policy has emphasized the use of progress 
payments for assisting small business, on the basis that we will 
attempt to finance our people ourselves before we send them to anybody 
else for financial support. That policy, of course, is in full effect 
now. At one time, however, we did attempt to assist als business in 
obtaining commercial financing through guaranteed loans to a great 
extent. 





3% See appendixes X and XI, pp. 444 and 445 
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So the district gets into the IF B, into the preparation of IFB’s, and 
to try and get people who are interested in it. The district also enters 
into anperagrerenpe' directly in that they are required to determine 
whether or not the people who are being considered for the “ 
the propened contractors, have the necessary capabilities to carry 
out the procurement. So at the time the product center has ev: abe ited 
its IF B’s and determined that they have the first, second, and third 
man in order, they will go to the respective district offices and ask 
for a survey on those three. They pick 3 rather than a whole bunch 
because that reduces the amount of effort, and normally the award 
would end up in one of those three areas. If it does not they will 
have to have additional surveys. 

The district offices then go out to satisfy themselves that the par- 
ticular contractor has the capability of performing, and so advises 
the product center. 

After the contract is made the district, in which the successful con- 
tractor is located, will have the responsibility for administering the 
contract. This is the general picture on advertised procurement. 

Now on negotiated procurement, the product center in this area 
uses the districts for the purpose of negotiating the contract, for 
placing the contract and for administering the contract. The reason 
we do it in this fashion is we feel that the ordnance district system is 
an absolute necessity in the event of war. We feel that we have got 
to be decentralized. 

Senator Kucnuen. What is that again, General; | did not hear that / 

General Enover. The district system, the establishment of the 14 
geographical districts, is an absolute necessity in time of war. We 
must be decentralized. We feel that having experts within their own 
geographical areas has paid dividends in many respects. It cer 
tainly should help small business. It is reasonable, at least for me, 
to feel that a district, having pride and having direct knowledge of 
its own geographical area, is going to take much more interest in 
people within its own area than a commodity command having national 
responsibility and being a little farther away from the field of the 
actual industrial effort. So we certainly feel it should have a payoff 
in the small-business area. 

In negotiation, the product center asks the district to get the pro- 
posals. The districts, then, get proposals from industry. The dis- 
tricts evaluate the proposals initially, and negotiate what they think is 
a satisfactory proposal. Where there is competitive proposals in- 
volved, they are sent to the product center for evaluation. After the 
evaluation is complete, the district is instructed to write the contract. 
The contract is written and is administered by the district. 

That covers my three general charts. (See appendixes IX, X, and 
XI, pp. 443-445. ) 

I now have some statistics, sir, with regard to our actual procure- 
ment Insofar as total procurement in small business and our general 
picture for 1956 and 1957. 


I would like to submit for the record the following three charts 
marked exhibits 29, 30, and 31. 
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General Eneuer. In the ordnance area I have fiscal year 1956 and 
fiscal year of 1957. For fiscal year 1956 the total Ordnance program, 
procurement program, amounted to $1,617 million. Of that total dol- 
lar value, 90.1 percent or $1.5 billion went to big business; $160 million 
or 9.9 percent went to small business. That is s by dollar volume. By 
number of actions or number of contracts, some 59,000 contracts were 
entered into with big business, which represents 24.5 percent, and some 
183,000 contracts were entered into with small business, representing 
some 75.5 percent. 

Senator Kucner. Can you indicate how the percentage volume has 
compared with 1955; 1954? 

(Information subsequently supplied by the Ordnance Corps in re- 
sponse to Senator Kuchel’s request follows :) 


EXHIBIT 32 


Ordnance Corps procurement 


Fiscal year Total ordnance | Total to small | Percent to small 





procurement | business | business 
| 
ac txeeeas tak cack ceases encnieree $1, 952, 684, 000 $206, 942, 000 | 10.6 
Patan Gish bow see SEES ETNIES E 2, 212, 065, 000 182, 317, 000 8.2 
1956 - : 1, 617, 255, 000 160, 324, 000 9.9 
ist 9 months, fiscal year 1957 1, 119, 463, 000 101, 480, 000 9.0 


General Enoier. For 1955, sir, the percentage volume was some 
11.2 percent, so it is a drop from 1955 to 1956.°° 

I do not have with me this morning the 1954 statistics. However, 
they could readily be obtained. 

Senator Kucnen. I wonder if in addition to obtaining them, it might 
be helpful if you were able to indicate to the committee why in your 
judgment there has been this lessening of percentages. There must 
be some reasons for it. I must say, listening here, that the Army has 
splendidly attempted to assist small business in coming into the pro- 
curement field. Nevertheless, there must be some reasons why there 
would be this general fluctuation. I think it would be interesting to 
the committee if that might be indicated by the Department. 

General Enoier. Right, sir. I am going to attempt to analyze it a 
little bit later on if I may, sir. 

(Discussion off the record. ) 

Senator Smaruers. May I just say this for the record, and for the 
information of those of you who are here. I know that at times you 
must get very discouraged by the fact that you go to a great deal of 
work and preparation in getting these charts and these statements 
together, and then prepare to come over here and do come over here 
and find that there is possibly 1 or, at most, 2 Senators available, but 
I would say this to you: that as our popul: ition has grown from 130 
million to 150 million and now to 173 million, there are still only 96 
Senators. 


% Supplemental statement by the Office, Chief of Ordnance, reveals that the 11.2-percent 
figure quoted by General Engler was a net procurement figure. The figure on a new pro 
‘ 


curement basis is 8.2 percent for fiscal year 1955. This is 1.7 percent less than the 
percentage for 1956. 
94187—57 9 








120 SMALL BUSINESS PROCUREMENT PROGRAM 


I am not one that believes in taking in a lot of additional States 
just to get a few more Senators, but as the problems grow, and they 
do grow with our complex society, why the burden on us gets ever 
greater. Nobody yet, even with all the genius that is demonstrated 
here by the Ordnance Corps and the Engineer Corps, has as yet 
manufactured any time. 

For example, in my own case today and yesterday I was supposed to 
be here as chairman of this subcommittee, but at the same time the 
Finance Committee, of which I am a member, was questioning Secre- 
tary George Humphrey about the fiscal policies of the Nation. At 
the same time I am a member of the Interstate and Foreign Commerce 
Committee, where we were questioning Mr. Kuykendall with respect 
to whether or not he should be reappointed as a member of the Federal 
Power Commission, and we had three meetings at exactly the same 
time, and there was no way to avoid it. 

The same thing is true this morning. We have an executive session 
of the Interstate and Foreign Commerce Committee meeting this 
morning where I am chairman of a committee having to do with 
surface transportation. I had a lot of legislation I wanted to get 
approved. I had to be there for that. I had this. The Finance Com- 
mittee is still meeting on Mr. Humphrey. It is my turn to question 
him in a day or so and I need to know the background of it, and at 
the same time I definitely want to hear you people. 

So that is our difficulty. The fact that there are only a few of us 
here does not mean that we do not recognize what you gentlemen are 
doing as being enormously important. Certainly with respect to 
smal! business all of us have a great and continuing interest. 

One of the interesting things about Mr. Humphrey’s testimony is 
the fact that in these last 4 years they have tried to do a great deal for 
small business, but as demonstrated right here, even with their efforts, 
because of the very nature of the programs which we are entering 
upon, it is very difficult to do a great deal for small business, but it 
does not mean we should relax our efforts. 

Anyway, I just thought you were entitled to an explanation. We 
are interested. We appreciate all of you coming up and we appre- 
ciate the preparation which you have gone to to make this presenta- 
tion, and the mere fact that only one or more of us are here at any 
one time, that does not indicate a lack of interest nor a lack of appre- 
ciation of what you gentlemen are doing. 

Go right ahead, General E ngler. 

General Encter. For the first 9 months of fiscal year 1957, or this 
particular fiscal year, I have a similar set of figures, and it shows in 
this case that our small-business awards are at 9 percent for the first 
9 months, and big business at 91 percent. Again in the case of the 
actions, the actions are predominantly small business. 

Senator Sacatuers. Could I ask you a question there ? 

General Enoter. Yes, sir. 

Senator SmaTuers. How does your 1956 percentage compare with 
your 1955 with respect to small business? Has there been a steady 
decline in the small-business perc entage? 

General Enter. This is a decline, sir. It was 11.2 percent in 1955, 
sir.** 


% See footnote 35, p. 119. 
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Senator Smaruers. So we, unfortunately, see a trend away from 
small business; is that correct ? 

General ENexer. It would appear from these statistics to indicate 
a trend, Mr. Chairman. I do have something of an analysis which 
at least tends to explain that particular trend. 

Senator Smaruenrs. The statistics indicate that there is a trend which 
shows that small business is getting less and less ? 

General Enoier. This trend would show that; yes, sir. 

Before going to the next chart, I would like just for a minute to 
spend some time in this particular area. 

The two areas of our major items of procurement, which we find 
tends to lead us mostly toward large business, are in the guided- 
missiles program and in the automotive program, the major items 
of automotive equipment and the guided-missiles system. 

In our procurement program—this is our major item procurement 
program for fiscal year 1956—it amounted to some $1,515 million. 

‘his is the major item end of the program alone. 

Of that, some $844 milion was in the guided-missile and automotive 
area. That $844 million in the automotive and guided-missile area, 
in 1956, has grown to $985 million in 1957, or in other words those 
2 programs alone have increased by over $100 million. 

Also, and probably significant, our ammunition program, which in 
fiscal year 1956 approached $600 million, in the fiscal year of 1957 is 
only half that or some $302 million. 

In our metal-parts procurement we have a considerable number of 
small businesses, so a reduction in the ammunition program is bound 
to result in a reduction in the number of orders for metal parts, and, 
of course, that will affect both big and small business as a result of 
that. 

The secondary item field is one in which we feel we have a very ex- 
cellent area in which we should drive toward a maximum amount of 
small-business participation, that is, the buying of repair parts. That, 
of course, also represents a major or quite a significant part of our ad- 
vertised procurement, 

I would like for a second, sir, to show a chart (exhibit 30, p. 117) 
which indicates the negotiation versus advertising. 

Of this $160 million which went to small business in 1956, 67.4 per- 
cent or $108 million resulted from negotiation, and $52 million or 
32.6 percent resulted from advertising. 

In the first 9 months of fiscal year 1957, of the $101 million going 
to small business, which I showed on the above chart, some 67.3 per- 
cent or $68 million was through the medium of negotiation, and some 
$33 million or 32.7 percent as a result of advertising. 

It is hard to evaluate our progress in placing orders with small busi- 
ness, that is, in placing prime contracts with small business, unless we 
in some fashion can satisfy ourselves as to just what portion of that 
program is actually suitable or represents small-business potential. 
This is the area where we get into a controversial subject. I have a 
chart which attempts to discuss that or to review that at some length. 
(See exhibit 31, p. 118.) 

I have represented for the fiscal year 1956 the total program of 
$1,617 million. If I remove from that program only systems and 
major items, which would be in no fashion controversial—I mean those 
kinds of items which I think all of us would agree that it would 
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require more than 500 people to perform the particular job—I have 
listed here some of the types that were listed. 

I have the complete listing here. The Nike system, the Redstone 
and Jupiter, the tank, self- -propelled gun, commercial trucks, and 
sedans, and the operation of the ammunition plants represents a con- 
siderable portion of this $924 million. 

We have in this $924 million only pulled out those things which we 
say that there could be no disagreement as to the fact that they are 
not in themselves as a prime contract suitable for small business. 
That would then leave some $693 million, which you could at the same 
time say, “Well, all of that is suitable for small business.” We pulled 
out the noncontroversial items, so we will say all the rest is satisfactory 
for small business. If you do it on that basis, then $693 million would 
have been suitable, and our percentage would have been 23.1 percent. 

However, there is another way of analyzing this, and that is that 
we do get in from our field specialists reports on our procurement 
actions which indicate their feeling or their decision as to suitability 
for smal] business. Essentially, what we have done in this area is 
say all advertised procurement is suitable for small business. That, 
in my opinion, is going probably a little bit too far, really, because 
i advertise for sedans and we advertise for commercial trucks, and 

I doubt myself whether there is anybody within the 500-personnel 
category who could produce the commercial ty pe of trucks and sedans 
that we buy. But we, nevertheless, have those in advertising. 

We have said all advertising is suitable. We have also added in 
to it the negotiations which our specialists and our procurement assign- 
ment groups have said is suitable for small business, and we have 
added to it all of that which small business participated in. 

If you do it in this fashion, you come up with $316 million. On 
that basis our record with small business would be 51 percent. All 
that this analysis really means is that it is perhaps somewhere between 
this area of $316 million and $693 million, where actually rests our 
small-business potential. I don’t say it is $316 million, and I ques- 
tion whether it is $693 million. 

Senator Smaruers. General, let me interrupt you just a minute. 

I want to ask you some questions on that, but before I do that I 
might announce that it appears that we will spend the rest of the 
morning with the Ordnance Corps, and, that being the case, I don’t 
believe there would be any necessity for keeping these other officials 
here. I am sure they can be making better use of their time. But I 
would like to say that I am very pleased that Maj. Gen. W. K. Wil- 
son, Jr., and Brig. Gen. E. A. Brown, Jr., are here representing the 
Engineer Corps; Maj. Gen. Alfred B. Denniston, representing the 
Quartermaster C orps; Maj. Gen. W. Preston Corderman, representing 
the Signal Corps; Brig. Gen. Jacquard H. Rothschild and Col. Gilbert 
P. Gibbons, representing the Chemical Corps; and Maj. Gen. S. R. 
Browning, representing the Transportation Corps. 

Gentlemen, as far as the committee is concerned, if you wish to 
leave now, in the light of the fact that we will be with these gentlemen 
from the Ordnance C orps for apparently the rest of the morning, for 
as long as we stay here, which will be some time yet, we won't get 
to you. 
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May I say I thank you for having come; and if you will just stand 
by until you get word from the staff of the committee as to when you 
will be needed, it will save your time. There is no reason for your 
listening in unless you want to. So if you care to leave now, go ahead, 
and we will finish up this morning with the Ordnance Corps. 

I might say that on Friday morning we are going to take the Air 
Force, because we have made a commitment to hear them on that day 
and we will have to hear them, so if you gentlemen do not get called 
tomorrow, which I doubt that you will, why then it will obviously 
be next week or later before we can get to you. Any time you are 
ready to leave, you may feel free to do so. We appreciate your com- 
ing over and appreciate your readiness. 

General Engler, you go ahead, please. 

General Eneiter. This completes my analysis, Mr. Chairman. 

Senator Smaruers. This is the thing that I was interested in. You 
hit it just right when you said take out all that belongs to big busi- 
ness. What happens to the $693 million, from $316 million up to 
the additional $693 million, which you have shown as additional 
reported unsuitable for small business? Why is that unsuitable for 
small business? Right there, that red speckled area. (See exhibit 
31, p. 118.) 

General Enetrr. The reason that this is reported as unsuitable for 
small business is there is within this area major components. You 
see, in this $924 million, Mr. Chairman, I have only pulled the major 
systems and the big major items. We have other areas that we do 
procure. 

We buy assemblies for our vehicles .We have our research and de- 
velopment procurements, and we have other areas of procurement 
which may well not be suitable for small business. But I did not 
include them in here because I did this on the basis of only taking 
that which I say is completely noncontroversial. 

Senator Smatrers. Then in the $377 million which you say may or 
may not be suitable for small business 

General Eneter. Right, sir. 

Senator Smaruers. How much of that $377 million is suitable for 
small business? In fact, what you are saying is that the additional 
$377 million is still unsuitable for small business because—and then 
you have the reason—because there is a major component in connection 
with it; is that right? 

General Encier. That, in general, is a correct statement. What 
I have said, I have pulled out the big, noncontroversial items first. 
That leaves me a balance here, sir. In this particular balance is 
some $693 million. So my first step was to assume that that is all 
suitable for small business. 

Senator Smarners. Which on review you say was.an erroneous 
conclusion ¢ 

General Encrier. That is an erroneous conclusion, at least as indi- 
cated from the reports we have got from the field with regard to pro- 
curements which are suitable for small business. The conclusion 
from those reports indicates that only some $316 million of this 
total was actually suitable for small business. 
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Senator Smaruers. In other words, you were willing, as far as you 
people are concerned, to give $693 million to small business, and that 
was the assumption on which you started? But after you had been 
in the business a little while your reporters gave you information 
that you were wrong? You are not usually that wrong about things; 
are you? 

General Enoier. We are always willing to give it to small business 
if small business is the low proposer and gets the contract, Mr. Chair- 
man. However, I must say that I knew at the time I prepared the 
bar on this chart (see exhibit 31, p. 118) that there were items not 
included in the bar which certainly would not be — sidered as suit- 
able for small business. An engine for a tank, I doubt whether 
any 

Senator Smaruers. In other words, we can charge that speckled red 
area—we will charge that up to the general’s good inte ntions ? 

General Enatrr. All right; yes, sir. 

Senator Smatuers. That is about as far as you can go? 

General Eneter. That is about as far as I can go. 

Senator Smatuers. Your heart was good but the reports turned you 
down. Allright. We want to congratulate you on that. Now, how 
far did we get with that small business ? 

General Encirr. That adds up to $316 million, of which small 
business actually received $160 million, sir. 

Senator Smaruers. Do. you think that this percentage of small 
business will get less next year and the year after, or do you think it 
will get more, or do you think it will be about the same? 

General ENczrR. Personally, I would estimate it would stay about 
the same, Mr. Chairman. 

Senator Smaruers. Do you think next year when we have you over 
here that your area of good intentions will probably be a little less 
and that area of small business will be a little more ? 

General Enouer. I can make a bad estimate, sir. 

Senator Smatuers. We all do. You are not the only one that does 
that, and I congratulate you on your good estimates and your good 
intentions. But I am just trying to think now, how do you feel we 
are going to do with respect to getting a little more of this for small 
business next year ? 

General Enoter. It would appear to me from my analysis, Mr. 
Chairman, that in the overall we are just about holding our ground, 
although the analysis indicates a slight lowering in percentage. 
Actually we are investing more of our dollars in the type of item 
which is not conducive to ‘small business. That really is affecting the 
percentage more than the fact that we are placing contracts which 
were suitable for small business; more of those are going to big busi- 
ness now than previously. 

Senator Smatuers. But generally for small business we will say 
that you see in this development that is coming that attrition has set 
in on you; you are not in full retreat, but you do not envision victory. 
Is that the way you would estimate it as a general statement ? 

General Encter. That probably is a good statement. 

Senator Smarners. Do you think maybe that you would be able 
to move your troops up a little bit to the point where next vear, with 
the help of General Cummings, that between you you will be able 
to get a little more of this for small business? In other words, let 
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us not have a retreat, let us not have a stalemate, let us see if we 
cannot inch forward a couple acres of ground. What do you think 
about that? Is that possible? 

General Ene er. I will say this, sir: [f there is anything we can 
do insofar as driving toward generating interest and a proper atti- 
tude toward small business, we will go all out to do that, sir. If the 
result of our effort will increase our percent: we, we will be very happy. 
sir. That is about as sure as I am of myself today, sir. We feel in 
the subcontract field we have got to exercise a lot of effort. 

Senator Smarurrs. When you get to be a lieutenant general, as 
General Cummings is—and you make your wishes known—do you 
not iind that usually the people under you try to carry out those 
orders pre tty well? 

General Encuier. They do their best, sir. 

Senator Smatruers. And when the general evidences a great inter- 
est in seeing that small business gets a little bit more of these con- 
tracts, do you not think that those majors and those colonels and those 
folks down the line are going to do it? 

General EnGuer. I think they will do their best, also. 

Senator Smaruers. He fills out their fitness report; does he not? 

General Cummtnes. I fill out General Engler’s report, sir. 

Senator Smaruers. You have to give him a good mark, General. 

General Cum™inGs. Yes, sir. 

Senator Smatiers. Because he certainly is doing a good job here. 
I think it is a matter of attitude as much as anything else, and I 
think you people are demonstrating that you see what the probl om is. 

Obviously, I think the committee would have to recognize that the 
nature of warfare is such today that it lends itself to the creation of 
bigger and bigger business, as ‘these items get more complicated. It 
means that if small business is not to disappear as an integral part 
of our economy, that you people who have it within your power to 
let these contracts, that you must do a great deal to see that they 
do go wherever possible and practicable to small business, so that we 
do not see that blue line finally disappear from those charts. 

General Enouer. If I may, Mr. Chairman, I have one other chart 
I would like to show.’ This indicates really the interest that is being 
taken by some of our prime contractors. I would say the majority 
of them, sir, in this small-business program. This was prepared by 
our Western Electric people, our prime contractor, for the Nike, and 
on this map of the United States they have plotted their principal 
subcontractors and their small business. All of the green dots are 
small business. 

Senator Smaturrs. The green dots are small business ? 

General Enaier. Yes, sir. 

Senator Smatuers. And the orange dots are what ? 

General Enaier. The red dots are the principal subconstractors with 
over 500 employees. 

Senator Smaruers. Those are subcontractors with over 500 em- 
ployees ? 

General Enauer. Over 500; and the green are less than 500, sir. 

The items mentioned in the following discussion between Senator Smathers and Gen- 


eral Engler are in reference to the chart retained by the Ordnance Corps and not submitted 
to the committee for the record. 
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Senator Smaruers. It is too bad the Senator from California did 
not stay here, because they are doing very well out there, but I do not 
see a single one in Florida. 

General Cummrines. There are two, sir, I would like to call your 
attention to. 

Senator Smaruers. Are there ? 

General Cummines. Yes, sir. 

Senator Smaruers. It is so small I cannot see them from here. 
But anyway, with the guided missile base down there at Patrick Air 
Force Base—of course, the Air Force is not necessarily your field. 

General Eneirer. We are doing better than that, Mr. Chairman. 
One of our key producers of a euided- missile system for us, Glenn L. 
Martin, is currently esti tblishing a facility in Florida. 

Senator Smaruers. That is right ; at Orlando. 

General Enatrr. Yes, sir. 

Senator Smaruers. That is fine. This shows a pretty good dis- 
persal ; does it not 

General Encter. Yes, sir. 

Senator Smaruers. And the orange dots are what again / 

General Encirr. They are over "500, sir, prince ipal subcontractors 
over 500 employees; and the green are less than 500. 

Senator Smaruers. Less than 500 ? 

General Enourr. Less than 500, sir. 

General Cummrnes. I might add, sir, also in this particular area, 
in North Carolina I visited several plants down there last week. And 
since this chart was perpared there has been a very extensive increase 
in the number of small-business contractors in that area to support 
the Charlotte ordnance plant, as General Engler mentioned_before. 

Senator Smatruers. Now, what is going to happen? The Defense 
Department is not going to rule you people out of this whole thing, are 
they ? 

General Cummines. Out of the guided-missile business? 

Senator Smaruers. Yes. 

General Cummrnes. I have no indication to that effect, sir. 

Senator Smaruers. In the light of what you have shown us, I 
would say small business would be most interested in seeing you people 
stay init. You look as though you would be helpful to them. 

General Eneter. Sir, this ¢ completes my part of this presentation. 

I would like to introduce Major General Schomburg, sir, who is 
going to give his statement on research and development. 

Senator Smaruers. Fine, General. We are happy to have you. 

General Engler, I might say to you, sir, that you have done a good 
job. 


General Enerter. Thank you, sir. 


STATEMENT OF MAJ. GEN. AUGUST SCHOMBURG, ASSISTANT CHIEF 
OF ORDNANCE FOR RESEARCH AND DEVELOPMENT, DEPART- 
MENT OF THE ARMY 


General Scnomsure. I have a prepared statement which I would 
like to submit for the record. 

Mr. Chairman and members of the subcommittee, it is the policy 
of the Ordnance Corps that an equitable opportunity be afforded stil 
that a fair proportion of the total military defense program purchases 
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and contracts for supplies and services for the Ordnance Corps be 
placed with small-business concerns. ; 

You will note that this policy is not restrictive; it is equally ap- 
plicable to procurement for research and development as it is to in- 
dustrial procurement. The essential criterion in the selection process 
is the competence of the contractor to furnish the required goods or 
services. 

It is a recognized fact that a small business will probably be unable 
to maintain the balanced technical staff required for the more complex 
weapon-system development projects. This may well be a bar to its 
ability to undertake large prime research and development contracts. 
However, this has proven to be no bar to its ability to handle extensive 
portions of such system projects under subcontract in areas in which 
it has competence. 

Most research and development contracts result from negotiation 

rather than from advertising and bids, This is so because the Govern- 
ment is concerned essentially with buying competence, managerial 
abilities, techniques, and integrity of individuals and organizations. 
These products obviously are not so readily definable as standard pro- 
curement items or services. 

Contractors are selected on the basis of experience, adequacy of 
facilities, skill and availability of personnel, quality of workmanship, 
plant organization, and so forth, as well as price. The award of a con- 
tract is generally by administrative decision based on considered 
judgment. 

Research and development may be classified in three general cate- 
gories. These are: Basic researe h, applied research, and development. 

Basic research is that research which leads to new or expanded 
knowledge of the basic laws of nature. This research is not directed 
toward any specific weapon system or class of weapons. All of the 
basic research of the Ordnance Corps is monitored by the Office of 
Ordnance Research, located at Duke University. Substantially all 
basic research is accomplished through colleges and universities. Not 
all of these, however, qualify as small businesses. 

Applied’ research is directed me ard advancement of the state of 
the art-in selected technical areas. Although not directed toward the 
development of specific Rardwars: it is directed toward tee hniques 
which will be applied to later development of items of material. A 
substantial portion of this research is of a type that can be, and is, 
handled by small businesses. 

Development is the evolution of new and improved items of material. 
In this area there is less opportunity for direct participation by small 
business because of the mere size of the contracts involved. For a 
small business to undertake such projects as the prime contractor, it 
would have to staff to the extent that it would no longer qualify as 
small business. 

For example, the Dart antitank guided-missile system is being de- 
veloped by the Aerophysics Development Corp., Santa Barbara, Calif. 
Aerophysics is the “system” contractor, and is developing the missile. 
The ground equipment is being developed by the H. A. Wagner Co., 
under contract to Aerophysics; the rocket motor by Grand Central 
Rocket Co., under contract with Redstone Arsenal; the warhead and 
fuse by industrial contractors, under contract with Picatinny Arsenal 
as the support mission arsenal. 
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Aerophysics began a preliminary design study in March 1952. At 
this time, it was a small company, located in Pacific Palisades, Calif., 
and employed approximately eight engineers. Upon receiving the 
development contract in December 1952, Aerophysics began to expand. 
In 1955, the company was purchased by the Studebaker-Packard 
Corp. In August 1956, the corporation sold Aerophysics to the Curtis- 
Wright Corp. In short, the systems design of the very simplest 
guided-missile system proved to be too much for a small business to 
handle; it had to become big business in order to cope with the prob- 
lems involved. 

A major reason for the apparent small overall percentage of direct 
yarticipation of small business in the research and development field 
is the direct result of budget limitations. Several of the guided-missile 
programs have entered the very expensive hardware stage. This re- 
quires that an ever-increasing percentage of a fixed-level research and 
development budget be placed in the guided-missile field. 

For example, the financial support required for a selected important 
guided-missile program has increased in 1 year by a factor of more 
than 10. This increased guided-missile support has perforce resulted 
in a much lower level of effort in the area of classical and less complex 
systems and component developments. Many such programs have had 
to be canceled or drastically curtailed. 

The net result is a reduction of opportunity for direct participation 
by small business in the Ordnance research and development program. 
This is, of course, accompanied by an increased opportunity in the 
subcontract area. 

The most fruitful area for participation in the development area by 
small business is in this field of subcontracting. Although it has 
proven infeasible to obtain complete data as to the extent of overall 
participation of small business through subcontracting in the Ord- 
nance research and development program, spot checks have shown this 
to run far higher percentagewise than in small-business participation 
as the prime contractor. 

As systems become more and more complex, subcontracting will 
offer small business the greatest opportunity for its participation as 
an essential member of the industry-ordnance development team. 
While the very nature of small business precludes it from engaging 
in large prime contracts, size is no handicap when it comes to acting 
as an agent for a prime contractor. 

Although the encouragement of the principle of subcontracting to 
small business is an established policy, foxthat emphasis on the adver- 
tising of this principle, and the identification of areas in which such 
subcontracting to small business could be increased, probably offer the 
greatest opportunity of expansion of small-business participation in 
the ordnance development program. 

Let us consider some statistics relative to small-business direct par- 
ticipation in ordnance research and development procurement during 
the period July 1, 1956, through March 31, 1957. 

During the period stated, in contracts of a unit value less than 
$100,000, there was obligated a total of $31,428,293. Small business 
received $9,471,997, or 30.1 percent of the total in this category. In 
contracts of a unit value of $100,000 and over, $156,989,029 was obli- 
gated. Small-business direct participation amounted to $6,211,830, or 
3.95 percent. The overall direct participation of small business was 
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8.3 percent of the total funds obligated on contract in connection with 
research and development effort. 

What we buy in research and development differs somewhat from 
what General Engler buys. In research and development, we are 
buying, generally, ideas. We are buying thinking power of people. 
We are buying individuals because they are competent in the technical 
field. We are buying competent teams of people. Consequently, we 
do not have fixed-price contracts. Practically all of our contracts are 
cost-plus-fixed-fee or cost contracts. Asa result, practically all of our 
procurement is negotiated. So in these ways it differs from what 
General Engler buys. 

You can break our field of research and development down into three 
categories: The basic research, applied research, and development, 
and I will describe them. 

First of all, as to basic research, there we are buying an increase in 
the fundamental knowledge of the laws of nature. We are buying 
fundamental information in the field of mathematics, in the field of 
electricity, chemistry, physics. 

Senator Smatuers. How do you buy those? 

General Scuomsurc. We in Ordnance buy all of that through an 
organization located at Duke University which is our organization. It 
is called OOR, Office of Ordnance Research. Incidentally, in this 
entire field of basic research, we spend on contracts just under $5 
million a year. It is rather a small portion of our program. The 
Office of Ordnance Research lets these contracts and practically every 
contract is with a university or college. 

Senator Saarners. Do they do only experimental work for you 
and, as you say, dream up ideas and draw plans of things that may be 
useful to you in 20 or 30 years or something like that ? 

General Scrompure. It is not quite that even. What you are de- 
scribing, I think, falls more in the field of applied research which I 
will describe next. When you go into one of these contracts, you 
really do not know what you are coming out with. It just increases 
the basic fundamental knowledge. 

Senator Smatuers. What do you go into it looking for ? 

General Scuiompure. Looking for an increase in very basic funda- 
mental knowledge. We would not go into one of these fields in 
Ordnance that we thought surely would not contribute to our overall 
program. 

Senator Smarners. When you say “basic and fundamental knowl- 
edge,” you mean knowledge in the field of ordnance? 

General Scnompurc. We restrict ourselves. Of course, we do not 
know. Out of one of these could come information that would be 
useful to the Chemical Corps. It is just that broad. 

Senator Swraruers. Do you go in then and hire scientists? 

General Scnompure. Exactly. 

Senator Smaruers. Highly intelligent young men and women ? 

General Scromrvurc. All of whom generally are found in the uni- 
versities. Incidentally, they come to us and say: “We would like to 
investigate this particular very fundamental basic field. Would you 
like to support us?” And this is the way we get a great deal of this 
information and how we buy it. 

Senator Smaruers. And you only spend $5 million on that? 
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General Schomeure. Yes; and, of course, this is spread over many, 
many contracts. These are all very small contracts. I think they are 
the type of thing that small business would not be interested in. 

Senator Smaru_ers. I do not see how they would. 

General Scnomeure. Now, this next area, the area of applied re- 

search, certainly small business is quite interested there, not only 
etorstind but has made a very fine contribution. In the field of ap- 
plied research, we are taking all the fundamental knowledge we can 
get, and then we are aiming toward a technique or we are aiming to- 
ward i improving the state of the art. A good example would be in the 
solid propellent field. We would like to get improved solid propel- 
lents for our missiles systems so that in applied research we would have 
research which would actually be aimed at an improvement of this 
type. 

Senator SmaTuers. Would this be a distinction, saying that in poe 
research that you talked about first, you are actu: ally dealing in ides 
‘ather than things? First at least the idea before the thing. Then 
do you get down to manufacturing and making things? 

General Scuompure. In the field of applied research, we really do 
not get into manufacture yet. This all comes in development. We 
improve our techniques so that we can improve our development, and 
subsequently improve the missiles systems that come from develop- 
ment. But supporting research is not pointed at an end item. It is 
pointed perhaps at improving things that go into the end item, such 
as propellants, improving our guidance systems for missiles, things 
of that sort. Here we spend consider ‘ably more money, and here is 
where really small business can make quite a contribution, and has 
made a very fine contribution. 

Now, in the field of development, and that is where our big money 
goes 

Senator Smaruers. Before you leave this field, let me ask if in that 
second field I understand you right. You say small business can make 
a contribution and small business has made a contribution. How hig 
a contribution in terms of percentage with respect to how much you 
spend ? 

General Scnompurs, I have a breakdown which, if you would be 
willing, I think it will fit in better a bit later. 

Senator Smaruers. All right. 

General Scuompure. It is not broken down exactly as you have 
said it. Now, in the field of development, where most of our money 
goes, we get our weapons systems. We get a guided missile such as 
the Nike system. Here is where the systems are getting much more 
complicated all the time. As a result, we are vetting ‘into an area 
where only really big business can do it for us. We do this on a 
systems basis. We put the contract out to one firm to develop the 
entire system. This is a very big job. Small business just does not 
have the type of technical staff required. 

In these fields it is getting more expensive all the time. For one 
arya -missiles system ‘the cost this year is 10 times as much as it was 

ast year, mainly because we are going further and further with it. 
We have a fixed-level budget in our research and development pro- 
gram. We are not getting more money each year. And with these 
systems getting to the stage now where they are costing more and more 
because of the state they are reaching, it means that we have less and 
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less to put into the less complicated types of development, the ones 
that would be more suitable for small business. 

I have an example of where we started with small business. Ac- 
tually, the Dart system which we started in 1952 was let with Aero- 

physics on the west coast, California. Aerophysics at that time was a 
bery small firm and had only eight engineers. But after they got the 
contract and we went ahead with the deve elopment, they just could not 
handle it with a small firm. Eventually they were t re over by the 
Curtiss-Wright Corp., and now this is definitely big business, and this 
is the way that would go. 

The Dart missile is our simplest system. We find that this systems 
approach in development, though, is one that has many advantages 
to us. As a result, we find that we have less money in the less com- 
plicated developments that we could give to small business, and more 
and more money is going into the very complicated ones which are 
using more and more money. 

As a result, I think that the biggest field for small business, if you 
are thinking of where is the money, is in the subcontracting area on 
these ¢ omplicated missiles systems. 

Senator Smaruers. Right. 

General Scuomrurc. Now, I will give you the statistics. Choosing 
$100,000 as a dividing point and using that, say, as the area where we 
think small business has the best chance, for the first 9 months of this 
fiscal year we actually have obligated $31 million in that area in the 
contracts of $100,000 or less. 

Senator Smaruers. How many million? 

General Scuompure. $31 million. Of this amount, $9.4 million 
went to small business, or 30 percent. 

Senator Smaruers. Wait a minute. You are confusing me. I 
thought you said you gave $31 million to small business. 

General Scuompure. No. For contracts of $100,000 or less, all of 
our contracts which were valued as $100,000 or less, in that area we 
obligated $31 million. Of that amount, small business got $9.4 mil- 
lion, or 30 percent. 

In the larger contracts, those over $100,000, we obligated $157 mil- 
lion. These are the bigger contracts. Of that amount, small business 
got only $6.2 million, or 4 percent of the total. 

Taking these figures together, then, all contracts, small business 
received 8.3 percent of our research and development contracts. 

Senator Smaruers. Eight percent. What year are we talking 
about ? 

General Scnomeure. This is for the first 9 months of this year. 

Senator Smatuers. What are the figures as to how much they got 
last year ? 

General Scuompure. This is not quite as good as last year, and I 
think with this trend 

Senator Smatruers. When you say not quite as good 

General Scuompure. Our figure last year was 8.1 percent. 

Senator Smaruers. The figure last year, fiscal year what, 1956? 

General Scrrompure. 1956. 

Senator Smatuers. The figure was what; 8.1 percent ? 

General Scuompure. Yes. 

Senator Smatruers. What was it the year before ? 

General ScuomsBure. I do not have that information, sir. 
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Senator Smaruers. Would you estimate that it was more than 10 
percent or less? In other words, we are trying to establish trends, 
and we cannot very well do it 

General Scuomevre. I do not have that figure for 1955. 

Senator SMaruers. Could you get it to us in the next day or so? 

General ScuomsBure. Yes, sir. 

Senator Smaruers. I would appreciate it. 

(Information subsequently supplied in response to request from 
Senator Smathers follows :) 
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General ScHomsurea. Certainly the trend from last year is down. 
I think we would rather expect it to go down since the overall level of 
our program remains about the same, but more money is going into 
the big complicated development contracts, which leaves less money 
that we could put in, in spite of increased effort with small business. 

Senator SmarHers. ‘That is in the research and development field of 
Ordnance? 

General ScHomsBure. Ordnance. Incidentally, I do have figures 
from the Bureau of Labor Statistics. I do not have the very latest, 
but the figures that I do have indicate that the number of engineers 
and scientists employed by small business pretty well equals these 
percentages this fiscal year on our procurement. 

Senator Smatuers. Tell me that again. I did not hear you. 

General Scuomeourc. That the Bureau of Labor Statistics has sta- 
tistics which show—it is not their most recent report, but for the one 
I was able to get, it shows about 8 percent, a little over 8 percent, I 
think it is 8.9 percent, of the engineers and scientists in the United 
States are employed by small business. 

General SmatrHers. What do you have in your section of research 
and development; what kind of representative, if any, does small 
business have in your division ? 

General Scuomsura. They have the same as General Engler. All 
of the regulations of Ordnance apply to research and development, the 
same as other procurement. 

Mr. Weapvock. Do you have any set-aside program, General ? 
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General ScHompurc. Well, this is rather a different area, I think. 
You could not take a research and development contract and say we 
will set part of that aside. You just cannot break it down. You can- 
not break down the design of a missile system for the development. So 
if you want to look at it from that view point, you would have to say 
that we could only have 100 percent set-aside, we would take a whole 
job. Actually, of course, we put these contracts out to where we 
think the most competence is, and very frequently, this is with small 
businesss. 

In our commodity commands they will say, “Well, now, this man 
can do this job better than anyone else.” If you want to call that 100 
percent set-aside, perhaps you could, although it is not done primarily 
for the reason of giving the contract to small business, but rather be- 

cause this particular firm happens to have the competence. 

We do not have it as General Engler described it. 

Mr. Weapock. And besides which most of your contracts, or practi- 
rally all of them, are negotiated. 

General Scuompburc. We do not have any fixed-price contracts to 
speak of at all. This is almost impossible. 

Senator SmAruHers. In your association with the other branches of 
the service, do you find in the research field that this trend which 
exists with respect to small business in your particular department, in 
your section, is also true in the others? 

General ScHomMBurRG. You mean in the other technical services? I 
have no knowledge of that, sir. 

Senator SMatHers. You do not come in coitact with them very 
frequently ¢ 

General ScHompure. I do come in contact with them, but I have 
had no discussions on the small-business area 

Senator SMatuers. All right, sir. 

Do we have any other testimony from this group, Mr. Weadock ¢ 

Mr. Weapocx. Not from these particular gentlemen. 

Mr. Chairman, I do have one question I would like to ask General 
Engler. I wonder if it would be possible for the Ordnance Corps 
to furnish the committee with —— reflecting over, let us say, the 
first 9-month period in this fiscal year, 1957, the percentage of your 
dollar ene that are mama by change orders in existing 
contracts ¢ 

In other words, you let a contract for $10 million. Do you write 
a change order to that particular contract, perhaps adding additional 
funds to it, or extending the scope and operation of the contract it- 
self ? 

I think that would be helpful to the committee. I think this would 
apply _— to their purchases and also in the research and develop- 
ment area 

Gansiral: ‘Eneter. You mean supplements to the contracts! 

Mr. Weapock. Supplements to the existing contract rather than 
going out for a new contract. It is just a continuation, you might 
say. 
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(Information subsequently supplied by the Ordnance Corps at the 
request of Senator Smathers :) 


EXHIBIT 34 


Supplements to existing contracts, $10,000 and over 
SMALL BUSINESS 


| 
| Total research and 
development procure- 


| Total procurement 





| | ment 
x Spaeeaeeariensapensiek iia : a 
Awards Dollar Awards Dollar 

| volume volume 
Ist 9 months, fiscal year 1957-........-.-- Sesntoitios 232 $4, 967, 843 84 | $6, 845, 894 
Fiscal year 1956 punted ‘ ae é 386 6, 027, 922 115 | 7, 779, 426 
be 

LARGE BUSINESS 

lst 9 months, fiscal year 1957 ‘ ; 1, 251 $211, 291, 454 388 | $87,198, 755 
Fiscal year 1956 _- = : — 2,004 | 249, 825, 885 598 136, 715, 945 


Senator SmatrHers. Mr. Amis, any questions? 

Mr. Amis. No; I have none. 

Senator SmarHers. General Schomburg, you can see that possibly 
one of the values of these hearings is that we all get a chance to get 
a little brainwashing with respect to small business, and I think that 
all of us recognize that with everything inclined to grow bigger and 
more complic: ated, that there has to be a real fight ms ade to tr y to give 
small business assistance and let them participate wherever possible. 

You have a job to do which is not specifically this. This is just a 
part of your job; I understand that. But I think it is important that 
you generals, you men in positions of influence who are passing out 
these contracts, must understand th: at, for the purposes of our economy, 
we cannot exist as a democracy, as we have known it, for many years 
longer if we let small business disappear. 

The facts of the matter are that little business is the modern vanish- 
ing American; like the Indian, he is leaving us. When that day comes, 
and if your children do not go in the service and they, like mine, have 
to work for some big corporation and thes become numbers instead 
of personalities, and ever ybody thinks together and plays together 
and works together and that sort of thing, we will become like the 
people, George Orwell wrote about in his book, 1984, where he depicted 
a very sad situation. 

We do not want that to occur. You fellows have your primary 
job to do—weapons and research and development. But you must 
always be sort of scrapping trying to help wherever you can to get 
these contracts to small business. And as long as we feel that you 
fellows understand the problem and are trying to help us, then we 
feel that possibly small business has a chance. 

As I say, I think the value of these hearings is that you get a chance 
to exchange ideas with us and we with you, and you can see our 
viewpoint ‘and we get to see the different problems, which are certainly 
difficult in trying to run this thing into a small-business channel, as 
we can see. 
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But anyway, if your heart is good and pure, and I am sure that it is, 
why, we feel like there is some hope. 

General Scnompurc. We will make a bigger effort this year, sir. 

Senator Smaruers. We appreciate it, and that is what we hope for. 
I thank you very much, General. 

I presume this ends the testimony of the Ordnance section ? 

General CummMines. That is correct, sir. 

Senator SMatuers. What I have heard is very splendid, and I thank 
you, sir. It has been very helpful. Let us hope that small business 
is benefited by reason of the efforts which we all put in here today. 

General CumMines. I want to thank the chairman, and also state 
that I can assure you that the philosophy and ideas you have expressed 
are certainly instilled in the members of Ordnance present in this 
hearing, and I can assure you they will be instilled throughout the 
organization. 

T stated in my opening statement that I am very proud of the Ord- 
nance Corps small-business organization, and I feel that every mem- 
ber of that organization has the attitude you desire, as well as my 
major field commanders. 

Senator Smatuers. Thank you very much. You have made a fine 
presentation. 

(Whereupon, at 12:30 p. m., the committee recessed until Friday, 
June 28, 1957, at 10 a. m.) 
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FRIDAY, JUNE 28, 1957 


Unrrep States SENATE, 
SeLecr CoMMITTEE ON SMALL BusINEss, 
SUBCOMMITTEE ON GOVERNMENT PROCUREMENT. 
Washington, D. 0. 

The subcommittee met, pursuant to recess, at 10:05 a. m., in room 
457, Senate Office Building, Senator Alan Bible presiding. 

Present: Senator Bible (presiding). 

Also present: William D. Amis and Robert L. Weadock, profes- 
sional staff members. 

Senator Bratz. The hearing will come to order. 

This is a continuation of the annual hearings conducted by the 
Subcommittee on Government Procurement of the Senate Small Busi- 
ness Committee regarding the small-business programs being carried 
out by the various military services. 

Today we are pleased to have as our first witness the Honorable 
Dudley C. Sharp, Assistant Secretary of the Air Force for Materiel. 

We also look forward today to receiving information about the Air 
Force program from General Rawlings, commander, Air Materiel 
Command, and from Major General Sessums, vice commander of the 
Air Research and Development Command. 

Mr. Secretary, I see that you have a prepared statement, a copy of 
which has been handed to us this morning. 

May I suggest that if it is at all possible to do so, that the next time 
you appear before our committee that you furnish the staff with a copy 
of your prepared statement possibly a day or so in advance of your 
appearance. This would give us an opportunity to study your state- 
ment and thus be better prepared to present our questions. I make 
this suggestion for all the services. 

We are very happy to have you with us, Mr. Secretary, and you 
may proceed. 


STATEMENT OF HON. DUDLEY C. SHARP, ASSISTANT SECRETARY 
OF THE AIR FORCE (MATERIEL) 


Mr. Suarp. With your permission, Mr. Chairman, I would like to 
read this prepared statement. 

Mr. Chairman and members of the committee, I am glad to have 
this opportunity to meet with you and present what I trust will be 
a clear picture of the extent of participation on the part of the smaller 
business concerns of the Nation in Air Force procurement and pro- 


duction. 
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On previous occasions I have expressed my personal and official 
views, and those of all the Air Staff, on the importance we attach 
to this subject, on the value to us, not only in the meeting of our de- 
fense requirements but in the maintaining of a well- balanced econ- 
omy, of a healthy small-business community in this Nation. 

Joining in the prion ition today are the commander of Air Materiel 
Command, Gen. E. W. Rawlings, and the vice commander of Air 
Research and Dovelobhaent Command, Maj. Gen. J. W. Sessums. 

It is a pleasure to be able to report that we are placing more dollars 
with small concerns than we did last year, just as last. year’s dollar 
awards showed a considerable increase over the year before that. 
Nevertheless, this committee has expressed its concern that the per- 
centage of small-business awards against the total, and even in the 
so-called potential, is on a downward trend, and we have for some time 
been making a painstaking analysis that would point up the specific 
»roblem areas in order that we might determine whether this trend 
is due to factors quite beyond our control, or if there is something we 
can properly do to change the situation. 

We wish to place the situation before you exactly as it is, point out 
the more important measures — we have taken since the presenta- 
tion before this committee a year ago to increase the effectiveness of 
our small-business program, und also to advise you of certain new 
steps we are considering which hold some promise of benefiting small 
business as well as the Air Force. 

Inasmuch as General Rawlings and General Sessums will follow 
my part of the presentation with statements h: aving to do with their 
own respective commands, I would like to suggest, Mr. Chairman, that, 
if possible, the questions which you and the members of the committee 
may desire to put to any of us ‘be withheld until the entire presenta- 
tion is completed in order that we might have the full picture before 
us in an orderly manner. 

During the last 12 months we have taken some important actions to 
strengthen and increase the staffing of this program. In September 
1956, a full-time executive for small business was assigned at Head- 
quarters Air Research and Development Command, and that com- 
mand promptly completed the development of a formalized program 
and organization which I am confident will secure the desired results 
as it moves into action. 

The program was officially announced in January of this year at a 
meeting in Baltimore, attended by the directors of procurement of all 
the air research and development centers in continental United States, 
and I would like to present for the record a message which I caused to 
be read at that meeting: 

I am pleased to note the progress being made by ARDC in the establishment 
of a constructive program specifically designed to enlarge the base of prospective 
sources for consideration in the placement of research and development contracts. 

It is imperative that we maintain a lead over any possible enemy in the field 
of technical weapons of whatever description, and to accomplish this we must 
utilize to the maximum extent the creative abilities and scientific skills that 
abound in this country. 
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To utilize them we must first know of them, know of them all, and this is 
particularly difficult in that so many of the individuals possessing these talents 
are employed in the smaller and less well-known concerns. Yet we must reach 
through to them, and I am informed that a major effort of the small-business 
program you are establishing today is directed toward that end. 

That, of course, is only the first step, though a big one. There must follow, 
then, an evaluation of the capabilities of these individuals as to the contribution 
they can conceivably make in the resolution of specific problem areas and specific 
projects. And the accomplishment will net be real until the third step is taken, 
that of making full use of the capabilities found. Again, I am informed that this 
program of yours is designed to accomplish just that. 

The mere development of a practical program in such an admittedly difficult 
field is in itself no mean accomplishment, and you may be sure that we will all 
take note of the progress in its operation with more than ordinary interest. 
Given the proper teamwork and the essential cooperation of all involved in this 
important undertaking, I have every confidence that its results will inure to the 
benefit of the Air Force mission and to the future technological advance of this 
country. 

Another increase in the organization took place in December 1956 
when at the request of General Irvine, the commanders of seven other 
major commands assigned executives for small business at their re- 
spective headquarters, and also caused an individual to be designated 
in each base procurement office to serve as the focal point for small- 
business affairs at the base level. There are approximately 150 of 
these bases in the United States, and while we have long recognized 
that the great bulk of their local purchase activities have been con- 
ducted with small suppliers, it was felt that this step would help to 

even further increase the participation of small business in local 
purchase. 

In the case of the executives for small business at the headquarters 
of the major commands other than Air Materiel Command and Air 
Research and Development Command, as well as in the case of the 
small-business specialists in the base purchasing offices, these are all 
additional assigned duties for the individuals concerned as in no 
case is there sufficient volume of work to handle it otherwise. The 
organization as it is now established appears on this chart, which Mr. 
Weddell will now show you. 

(The chart referred to appears on the next page. ) 
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Senator Brste. Do I understand, Mr. Secretary, this is the first 
time you have done this—in December of 1956? 

Mr. Suarp. Are you speaking of the Research and Development 
Command ? 

Senator Bretz. The increase in your organization which you sug- 
gest, of assigning additional executives for small business for respec- 
tive headquarters? 

Mr. Suarp. Yes,sir. This is not in the procurement area, of course, 
which is my primary area. It is in the base operation area at the 
actual operating bases in their procurement department. 

Senator Brste. This is the first time you did that—in December 
1956 ? 

Mr. Suarp. Yes. 

Senator Bratz. Very well, Mr. Weddell. 

Mr. Weppeiy. Chart I: Headquarters USAF has one individual 
with responsibility for the formation of policy, program determina- 
tion, a supervision of the program as a whole. 

Headquarters Air Materiel Command is the operating arm of the 
Air Force in all procurement. There are three small-business spe- 
cialists. These are full time and we have had this setup for some 
6 years. In Air Materiel Command there are the depots where we 
have 4 full-time small-business specialists and 1 handling the work 
as an additional assigned duty. 

Also coming directly under Headquarters Air Materiel Command 
are the Air Area Materiel Headquarters. At each of those eight head- 
quarters there is a full-time small-business specialist. Under the 
AMA headquarters come the Air Procurement district offices. ‘There 
are 18 of them, each with at least 1 small-business specialist full time 
assigned. 

That setup we have had for many years. As Mr. Sharp has just 
told you, beginning last fall, Air Research and Development Com- 
mand began to staff their offices with small-business specialists. A 
full-time executive at headquarters, special assigned duties to small- 
business specialists at their purchasing centers, 11 in number, and 3 
presently assigned in the development field offices. 

Then as the Secretary also mentioned, there are these other major 
commands where procurement is a very small part of their functions 
and is done at the base level. In each of those we have had assigned 
an executive for smal] business as an extra assigned duty. It is not 
a full-time job. Also, in each of the 150 base procurement offices there 
is now designated 1 particular individual to serve as the focal point 
for small business at that particular base. 

Senator Brstz. You say “now,” Mr. Weddell. What does “now” 
mean? When was this assignment to base procurement offices that 
is indicated by the 150—when did you start that? 

Mr. Weppet. Started in December. 

Senator Bratz. Of 1956? 

Mr. Weppety. Of 1956, and it is now complete. Those names are 
being sent in to us, which we will be happy to turn over to your staff 
as you already have the names of those of longer standing. 
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Senator Binte. May I get this clear in my mind. In December 
1956, for the first time you assigned 7 in the headquarters, 150 in base 
procurement, and then over to your left 11 on the ARDC and 3 in the 
development field offices. That was done for the first time in Decem- 
ber 1956. 

And with what results; or are you going to speak of that later on? 

Mr. Weppeiy. Yes; we will speak on that. I just wanted to show 
the chart. I might also state all of these full-time small-business spe- 
cialists in the Air Force are civilians. The purpose of that is to 
avoid as much as we can a changing of assignments. We keep these 
men and we have them for a longer period of time than we would 
have if they were military. 

Senator Biste. Then, if I have that correctly, there are 36 full- 
time civilian small-business specialists in the complete Air Force 
Command ¢ 

Mr. Weppexy. Full time. 

Senator Bisie. Thirty-six; is that a correct statement ? 

Mr. Weppett. Right, sir. 

Senator Brstx. How long have you operated under that system ¢ 

Mr. Weppe.t. Since 1951. 

Senator Brete. You have had 36 full-time civilian small-business 
specialists in Air Force since 1951? 

Mr. Weppety. That is correct. 

Senator Bratz. Thank you. 

Mr. Suarp. I think it is probably 35 considering the 1 in the Head- 
quarters ARDC that was put in last September. 

Senator Brsie. He was likewise put on in December 1956? 

Mr. Suarp. In September 1956. 

Senator Breir. September 1956? 

Mr. Suarp. Yes. 

Senator Biste. May I ask a question there which has been sug- 
gested by counsel? In questioning Secretary McGuire on these full- 
time civilian specialists—I don’t know, maybe your presentation later 
on indicates the grade. I am wondering if you have difficulty in a 
turnover problem of these 35 specialists that you have had since 
1951? 

Mr. Suarp. I will ask Mr. Weddell to answer that question. 

Mr. Weppetx. We are having quite a problem in that area, Mr. 
Chairman. The qualifications are unusual for properly handling that 
kind of a delicate job in the small-business specialist area. They have 
got to know production and the technical side of Air Force procure- 
ment, and also have got to be excellent salesmen and diplomats of the 
first water, because they are working in a very delicate area with our 
contracting officers and also with our large prime contractors. 

The qualifications are rather high for that kind of work. We be- 
lieve that the men we have have those necessary qualifications, but 
I do not believe that they are being recognized in the grade structure 
that has been set up. We are making efforts to correct that situation. 
It has resulted in our loss of some men, and I fear that unless we can 
take some positive steps in that direction we are going to lose more. 

Senator Bieter. Do you have a table indicating the grade that these 
various specialists have; these 35 ? 

Mr. Weppexvt. We have furnished that to the staff.** 





3 Retained in committee files. 
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Senator Bisie. That has been furnished to the staff ? 

Mr. WeppELL. Yes, sir. 

Mr. Weapock. Yes, sir. In that connection, Mr. Chairman, what 
we were particularly concerned about was that this matter of per- 
sonnel problems did arise last year in the hearings, and as we spoke 
to Secretary McGuire and Mr. McKellar, I think it was Tuseday, on 
this problem, it would appear from the "staff review that there is a 
great disparity between the three military services regarding the 
different job descriptions and the relative compensation growing 
from those descriptions. Certainly, we are interested in retaining 
qualified people who have been concerned with this program. When, 
of necessity, you have to replace these people, there should be grades 
sufficiently high to attract well- qualified people to fill vacancies. 
Also, there should be some coordination between the Air Force and 
the other two services as to grade designations for small-business 
specialists. The other services apparently have done a little better 
than the Air Force in this regard, it seems to me. 

Senator Brste. What you are saying is that the small-business spe- 
cialists in the Air Force do not have the same grades as the small- 
business specialists in Defense ? 

Mr. Weapock. To a degree, Mr. Chairman, that is, not in Defense 
but in the other two milit: ary services; yes, sir. I believe that there 
are several of the specialists im the Air Force that are at grades much 
lower than what we assume their corresponding numbers are in the 
other services, and we have certainly been under the impression that 
the Air Force is as equally important as the other services in the 
small-business area. 1 imagine that this is something that Secretary 
Sharp will have brought to his attention, and certainly we hope he 
will give it his personal attention. 

Mr. Suarpr. It has been brought to my attention in recent montlis, 
and it certainly is the thing we will have to practice. 

General Rawtiines. Mr. Chairman, we certainly recognize this 
problem. We also have this problem i in our other proc urement activi- 
ties, our whole grade structure which is a real tough problem. Un- 
fortunately, even in the higher grades we cannot ‘compete with in- 
dustry, and if you happen to have a man who gets well known and is 
in high demand you may lose him to industry, and we have had some 
of that. 

Senator Breitx. General, I can see where you might lose him to in- 
dustry, but do you ever lose him to the other forces? Do you lose 
him to the Army or the Navy ? 

General Rawurnas. There is some interchange between the services, 
but not a great deal. Mostly when we lose them they go to private 
industry. This is a general statement, obviously. 

Senator Brrtz. You may wish to develop that later. 

General Rawiinas. We have, of course, different levels of require- 
ments at these different offices. They should not be all the same. 

Mr. Weapock. I appreciate that. 

General Rawiines. What we do is have our civil-service people, 
who handle the orade structure, take each position in relation to the 
task at that location. For example, our man at headquarters has 
a different grade than the one we have out at one of the Air Material 
Areas, and likewise at our procurement district the nature of the 
task is a little different because that is an administrative office as op- 
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posed to one that is actually doing procurement, so there is a little dif- 
ference and they cannot be all the same. But we will develop what- 
ever information the committee would desire from that point of view. 

Mr. Weapock. General, I think it might be of assistance to you in 
addressing yourself to this problem to know that you would certainly 
have the full support of this committee in your effort to get the best 
possible people for small-business speci: ists, and at compensation that 
you feel is necessary to acquire and hold them. 

Senator Brite. Your statement, General, if I may summarize it, 
is that you are not losing your small-business og ialists, your civilian 
small-business speci ialists, in Air Force, to the Navy or to the Army 
in any particular degree? 

General Rawirnegs. Not in any appreciable number. Is there any- 
body on my staff here who has any information to the contrary? 
I am sure this is correct. 

Mr. Jounson. I am Maurice Johnson, executive for small business, 
Air Materiel Command, Wright-Patterson Air Fore ‘e Base, Ohio. My 
answer to the question is that we have lost 1 or 2 to other Government 
agencies because of grades. 

The particular case that you referred to, Mr. Weadock, was at Okla- 
homa City where we had the difficulty a year ago. That grade has 
been restored there, but it took a year to do it, and in the meantime 
the man lost patience and went to the Navy. Tle has recently changed 
again and now has gone to SBA. 

Mr. Suarp. Still in the field, anyway. 

General Rawiines. But again, Mr. Chairman, we do have this 
overall problem, and I did not want to get it too much out of focus 
with the problem we have on doing the overall procurement task, 
because we are having difficulty in our grade structure in holding 
the most competent people because of the pay which we can give them 
in relation to what they can make on the outside. 

Mr. Weapock. Where would this particular problem be resolved, 
General Rawlings? Would it be resolved at all of these various instal- 
lations where you have all your people assigned or can a headquarters 
decision be made on this? Can it be pointed up soomehow or other? 

General Rawtines. We work with the Civil Service Commission, 
as you can appreciate, and we have our people who analyze the grade 
structure with the Civil Service C ommission, and even at my “level 
we go up to the top of the Commission so that we have entree. There 
is not a problem in entree; the problem is exactly what each grade 
will be. 

Mr. Weapock. There is some sort of a centralized approach that can 
be made on this thing? It won’t be 36 different offices making appli- 
cations ? 

General Rawiincs. We control the overall command from our head- 
quarters. 

Senator Bistz. Mr. Weddell, it occurs to the Chair that it might be 
ful for the record if you w ould indicate what type of instructions 

training is actually given to small-business specialists at the bases? 

a Wenbet. Yes, sir. 

Senator Brix. These new men that you are taking on. 

Mr. Weppexu. The Air Force procurement instruction covers their 
duties in connection with the small-business program. That is a writ- 
ten piece of paper. It is not completely effective to handle it that way, 
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so we are holding meetings with these people. We are preparing to 
hold meetings with these new men to really indoctrinate them in the 
program. 

Senator Brniz. You say “We hold meetings.” Who is “we”? 

Mr. Weppett. Mr. Maurice Johnson, who is executive for small 
business at Air Material Comand. They all come under the technical 
direction of Mr. Johnson, no matter what command they are in. 

General Rawurnes. And I will have a statement, Mr. Chairman, 
on that. 

Senator Brste. You cover that point later, General Rawlings ? 

General Rawitnas. Yes, sir. 

Senator Birnie. Very well. I think it would be helpful to find out 
just how thoroughly you train and instruct these men in the problems 
in which this committee is certainly interested, and that is securing 
more contracts for small business. I would be interested in having 
you develop that. 

Mr. Secretary, you may proceed. 

Mr. Swarr. At the very outset I would like to say that I join with 
the Air Staff in the sincere belief that the small-business program as 
developed and conducted throughout the Air Force is highly aggres- 
sive and effective. I have spent considerable time in watching its 
operations myself, and I feel that we should, all of us, take care that 
in evaluating the prime contracting part of our small-business pro- 
gram we do not confuse the issue by including contracts for aircraft, 
guided missiles, and the like, which must nec essarily be placed with 
very large industrial organizations as prime contractors. 

The amounts involved in that side of the procurement are 
huge, and are outside the scope of our small-business prime contract- 
ing program. If such statistics were to be mixed in they would com- 
pletely distort the true picture, and would smother the very fine results 
being achieved by our contracting officers and small-business special- 
ists in the procurement of items of a type where there are opportunities 
for small concerns as prime contractors. 

Insofar as the Air Force is concerned, the chief market for small 
business is in their capacity of acting as subcontractors and suppliers. 
This will be increasingly so as our weapons and their support equip- 
ment become more and more highly complex. The Air Force has 
pioneered in this subcontracting field, and you may be assured we will 
continue and increase the aggressive action we have taken in enlisting 
the cooperation of our large prime contractors in the utilization of 
small concerns whenever possible, 

Before completing my remarks on contracting, I believe that the 
committee would be interested in a special report I have recently 
received in a specialized field, that of family housing, generally known 
as the Capehart-Rains projects. The awards to small business in this 
program are not recorded in any prime contract procurement figures, 
as they are financed in a different way and do not come out of our 
procurement funds. 

Awards have now been made on 18 projects, involving a total of 
13,211 housing units, the dollar value of these contracts totaling 
$190,354,399. All in all, 50 small construction contractors entered 
the competition along with 31 larger contractors, and these smaller 
concerns were the lowest qualified ‘bidders on 11 of the projects, in- 
volving 8,152 units, their awards amounting to $120,024,883. In my 
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view, these results are indicative of the sincere and effective perform- 
ance of our Family Housing Division in keeping the door of oppor- 
tunity open to the smaller construction contractors. 

I have reviewed the recommendations made in your report (S. Rept. 
No. 2827) on Government procurement for 1956 and believe they have 
been covered in the statement made this week by the Assistant Secre- 
tary of Defense in his presentation for the Department of Defense. 

In closing, I believe you will be interested in two new activities 
we are in the process of undertaking which should enhance our pro- 
gram and thereby work to the benefit of small business. 

We have long been confronted with the fact that, despite the many 
meetings held throughout the country and despite our efforts in many 
fields of publicity to acquaint small-business concerns with the steps 
they should take to locate business opportunities in both the prime and 
subcontracting field, there are many thousands of thoroughly com- 
petent suppliers in this huge reservoir of smal] business we have been 
unable to reach. In casting about for ways and means to adequately 
meet this situation, we came up with a new plan of action. 

Every small-business proprietor has a bank and knows his banker 
regardless of whether he is located in a village, town, or city, and the 
banker knows him. We are curret ntly conferring with officials of the 
American Bankers Association to enlist — aid in pointing out to 
small-business concerns throughout the Nation through their 15,000 
member banks how to do business with the Air Force, how to locate 
opportunities to become sources of supply, and to acquaint them with 
the very important services which are available to them in the 15 
air procurement district offices across the country. I believe that if 
such a program can be put into action—and it should, of course, in 
clude the Departments of the Army and the Navy as well—much of 

value will have been accomplished both for ourselves and the small- 
business community. 

Senator Bre: rv. Right there, Mr. Secretary, when did you start this 
program with the American Bankers Association 4 

Mr. Suarp. It is just being started right now. Asa matter of fact, 
I understand from Mr. Weddell we have just had the concurrence of 
the American Bankers Association yesterday in stating their willing 

ness to go along with this program. 

Senator Brauer. Do you put out pamphilets as to the areas in which 
small business can procure Air Force contracts? How will you handle 
it ? 

Mr. Weppeti. The mechanics have not been worked out, Mr. Chair- 
man. What is presently envisaged, though, is that we will supply to 
these 15,000 member banks, through the American Bankers Associa- 
tion, well-written and down-to-earth pamphlets that the layman can 
understand rather than trying to read procurement regulations. This 
will be in the form of literature chiefly, and might possibly be dis- 
cussed also at various regional meetings of the American Bankers 
Association. Those details still have to be worked out, and we feel 
that this is an important thing not only for the Air Force but for the 
other military services as well. When we get into the discussion stage 
with them on just how this will work, the Army and the Navy would 
be included so that we would work as a team on this. 

Senator Breix. Up to this time, has the Air Force ever put out a 
bulletin as to how small business may secure a contract with Air Force ? 
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Mr. Weppeti. We have. That has been done for years, but the 
unfortunate thing is, as the Secretary has stated here, that despite 
that, despite our putting out a special motion picture, despite our 
putting on television programs, we know from the people that come in 
to see us, that come to see their Cc ongressmen— How can we possibly 
get into Air Force procurement *__that is not being understood. It is 
not getting into the hands of the people, of the great mass of small- 
business concerns that we want to reach. We feel that by having 
15,000 points of contact we ought to be able to get that message into 
the hands of eve ry business concern. 

Senator Brste. What does the banker do after he receives this bulle- 
tin that the Air Force puts out? What does he do with it ? 

Mr. Wepve.u. That, | say, we will have to work out with the Amer- 
ican Bankers Association as to exactly how they will handle this, 

Mr. Swarp. Mr. Chairman, our theory there is that if we can stimu- 
late these bankers—and I am sure the bankers are all interested in their 
customers—if we can stimulate them to stimulate their customers to 
contact the proper sources, and so on, in the Air Force and the Army 
and the Navy, we can perhaps build up a much larger small-business 
base than we could any other way. I mean, the banker and his cus- 
tomer usually have very intimate relations, and I am sure the banker 
would like to stimulate more business for his bank as well as for his 
customer. 

Senator Bistz. You are pretty well convinced that the program 
that you have followed to date has not been successful in getting the 
message across to small business; is that a correct statement ? 

Mr. Suarpr. To some small business, but we just do not feel that 
we have ever been able to reach them all, so we have scouted around 
for new ideas and certain members of the staff have come up with this 
which I think is a very ingenious one of getting the message out to 
these small concerns who don’t know where to go and w hat to do in 
spite of all we have done in the past to stimulate this. 

Mr. Amis. Mr. Secretary, in that connection would it be possible 
to establish central points throughout the country, maybe 2 or 3, 
where you could have drawings and specifications accessible so that 
they would be available to small business to look at? That seems to 
be the main problem; knowledge of what the Air Force is buying. 
Your performance specifications do not tell them much. They can- 
not read them in the first place. They need drawings, detailed draw- 
ings, so they can see what they have to make, and then determine if 
they are ¢ ah to participate in the Air Force procurement. If there 
were say, 2 places, 1 on the east coast and 1 on the west coast, where 
these drawings could be made available so they could look at them, 
[am sure it would be helpful. 

Mr. Swarr. I am sure something like that would be helpful. Our 
main idea here with the Bankers Association is to try to get to the 
people who are potential small-business suppliers and contractors the 
knowledge of where they can go to get a look at some of this work. 

At present they are just off in a little town somewhere, and perhaps 
in some cases in the big cities, and do not know what to do in spite 
of the fact that we have told them we have these 18 air procurement 
districts that they can go to and find out what is being put out on 
bids, what kind of new prime contracts. 
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Mr. Amis. I am sure that is true, because the Congressmen and 
Senators get letters daily from small-business concerns wanting to 
participate, and these are passed on to your office. But even if you 
make these contacts and they still cannot determine what you want 
to buy, then they still will not be able to participate. 

For instance, in the G-1 power units—we have been trying to get 
the specifications for a small-business concern for about a year now, 
but up to date we have not been successful. I understand they have 
been the property of the Air Force since 1951. 

Mr. Suarp. Perhaps General Sessums would like to address himself 
to that problem. Certainly there is no question that the specifica- 
tion problem is a terrific one. 

General Sessums. Mr. Chairman, my prepared statement goes into 
that. 

Senator Brste. If it does we will defer that until you get to your 
general statement. Could you give me an idea, Mr. Secretary, as to 
when this bank program will in effect and working? You say 
you are just exploring it now for the first time ? 

Mr. Suare. I would rather have Mr. Weddell answer that. 

Senator Bree. Are we talking about 30, 60, 90 days, 6 months, or 
a year ? 

Mr. Weppe.u. We expect to have this thing on the road, get under- 
way, before the end of August, realizing the problem of vacations 
coming on in the summer time. 

Senator Bree. I recognize that. 

Mr. Weppetu. By the end of August, in my discussion with the 
American Bankers Association officials, that can be done. 

Senator Brste. You will have this information down to the 15,000 
bankers throughout the United States by the end of August? 

Mr. Weppe.t. By the end of August. 

Senator Brste. So that they in turn will be contacting their small- 
business people within their communities to let them know what you 
people can do in the way of small-business procurenient ? 

Mr. Weppetu. Yes, sir. The major published information on this 
is How To Sell to the Department of Defense, that is, how to sell to 
the three military departments of the Department of Defense, and 
that is scheduled to come out before the end of August. That will be 
the first piece of literature that would have to go out. We can best get 
that out in the field through these Bankers Association members. 

Senator Briere. Is this an Air Force project or a combined Air 
Force-Army-Navy-Defense project ? 

Mr. Weppetxt. Combined Department of Defense project; that is, 
the booklet is. 

Senator Brste. I understand. 

Mr. WeppeLu. Yes. 

Senator Brstz. So that when the small-business man goes to his 
banker, or the banker goes to the small-business man, he will have 
available to him the methods to be used in procuring a defense con- 
tract, whether it is Army, Navy, or Air Force; is that right? 

Mr. Weppe.u. Yes; correct. 

Senator Brie. All right, Mr. Secretary. 

Mr. Sarr. I now turn to my last chart. Before uncovering it I 
would like to say that, of course, in all programs of this kind we are 
primarily dealing with people, people in our own organization. Our 
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big problem is to stimulate our people to be really vitally interested 
in the program. We can talk to them all we want to and send out all 
kinds of literature, as I mention later, but we think maybe some of 
our people have come up with a rather clever idea which perhaps may 
stimulate our people to be more interested and active in this. 

We have been casting about for ways and means to fully acquaint all 
Air Force procurement personnel with the capability of the small- 
business man. We have written and, of course, can continue to write, 
reams of letters on the subject, but, considering the fact that one pic- 
ture is worth a thousand words, it occurred to us that possibly a better 
way to do it would be to develop a character that typifies the small- 
business man. In other words, if we could come up with a figure that 
has enough pull or appeal to attract the eye, we would have some- 
thing that would become popularly known throughout the Air Force 
and assist us in our small-business program. 

That is what I am now about to show you.*® It is our intention to in- 
sure that every person who spends an Air Force dollar will be fully ac- 
quainted with this “gentleman.” Although at the present time our 
plans for the use of this figure are only tentative, I believe that the 
way We will finally use it w iil run something along the following lines: 

In the first place we plan to reproduce this in ‘poster size for circu- 
lation throughout the Air Force procurement system. Concurrent 
with the issuance of this chart we will publish structions showing 
how and why the posters are to be publicized. 

Also it is our intention to have this “gentleman” reproduced in the 
form of stamps or decals so that they can be placed on every procure- 
ment directive leaving Air Force headquarters or lower headquarters. 
By that I mean to say that such stamps are to be used on those pro- 
curement directives that have any bearing on small business. We 
believe that use of this technique will represent an innovation in pro- 
curement—at least in military procurement—and we further believe 
that by properly publicizing this “gentleman” we can achieve the 
desired psychological effect. “As a matter of fact, the Air Force has 
used a similar technique in its flying-safety program with notable 
success. We hope to achieve the same results in our small-business 
program. 

I would like to state again that the details as to how we will use 
“Li'l Biz” have not been fully worked out, but we believe that the idea 
has great possibilities. 

Senator Bratz. That may be, Mr. Secretary. My own observation 
is that you make him look too prosperous. I think you might indi- 
cate this is the way “Li’l Biz” will look after Air Force gives him 
some contracts. I think he is pretty well clothed for the average lit- 
tle-business man that I know of today, but maybe he will ultimately 
reach that if he procures more Air Force contracts. 

Mr. Suarp. Yes, sir. Well, I suppose this depicts him after he has 
received Air Force contracts. 

Mr. Amis. I would suggest that you put some specifications and 
drawings in his briefcase there, so he will be happy. 

Senator Bratz. There has been directed to my attention, Mr. Secre- 
tary, a news release of a few days ago indicating that leaders of the 
aircraft industry were given some very bad news about the future. 


® The poster (or chart) referred to retained in committee files. 
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The Air Force Secretary told them that drastic economy measures 
were coming, that they would have to produce improved hardware at 
less cost. I know you are familiar with this meeting, because you are 
quoted in this news article concerning the meeting with the Air Force 
Secretary. 

On page 5 of your prepared statement you state that— 

Insofar as the Air Force is concerned, the chief market for small business is 
in their capacity of acting as subcontractors and suppliers. This will be in- 
creasingly So as our weapons and their support equipment become more and more 
highly complex. 

The Air Force has pioneered in this subcontracting field, and you may be 
assured we will continue and increase the aggressive action we have taken in 
enlisting the cooperation of our large prime contractors in the utilization of 
small concerns whenever possible. 

My question is this: If the large major aircraft and allied industries 
are forced to cut back, will this result in a reduction of the market for 
the small subcontractors ? 

Mr. Suarp. Mr. Chairman, I would say that we do not contemplate 
any such reduction unless it is a proportional reduction. We feel very 
strongly in the Air Force, and certainly I feel very strongly, that 
the subcontracting structure is an important element not only in our 
base, in maintaining our base, but it is terribly important in main- 
taining competition. 

We must have subcontractors supplying as much as they possibly 
can supply of the products of the primes, in order to be sure that we 
have a competitive atmosphere. For this reason we are going to 
continue our efforts, which have in the past been very effective in 
distributing the prime contractor’s work into the subcontract area and 
into small business. We do not intend to let up on that at all. 

Senator Biste. If the major aircraft and allied industries tighten 
up their belt, would not it be rather logical that they might tighten 
it up at the expense of the small-business subcontractor ? 

Mr. Swarr. I am sure they would like to. 

Senator Brsie. How do you propose to prevent that ? 

Mr. Suarp. We will use our control over the subcontract structure, 
which is in the contracts with the prime. We have the right to ap- 
prove the subcontract structure just as we have in the past to the 
best interests of the Air Force, and as I stated before, I feel it is in the 
best interests of the Air Force in maintaining a substantial subcontract 
structure. I would be inclined to believe that the effect of it certainly 
would not be more than proportional. 

Senator Brste. In that connection, Mr. Secretary, do you at the 
present time have any type of instruction that indicates to the prime 
contractor that they give a certain percentage of the contract to sub- 
contractors ¢ 

Mr. Suarr. No, sir; we cannot have a fixed figure across the board. 

Senator Brste. Just for my own information, why is that? You 
probably have a good reason. 

Mr. Suarp. Because it varies in all cases, and we do not know when 
we start the contract exactly how much we can subcontract, but we 
urge contractors to subcontract as much as possible, and we have been 
very successful in achieving subcontracts up to as high as 75 percent of 
the prime contract value, in which case the prime contractor is more or 
less of a manager and an assembler of the products that he purchases 
from other people. 
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Senator Bratz. What type of actual control do you have over the 
prime contractor in that respect? 

Mr. Suarpe. In the contracts with the prime contractors, we have a 
clause which says that we must approve the subcontract base. If 
they do not offer an adequate subcontract base, we simply do not 
approve it and they cannot go on with the contract. 

Senator Brste. What guidelines do you have for arriving at that 
decision of approval or disapprov al? 

Mr. Suarp. The exact details of the guidelines I would rather leave 
to the experts who write the contracts. Perhaps you, General Raw- 
lings, would like to talk about it. 

General Raw.iines. Mr. Chairman, I will have some little part that 
bears on it in my statement on this whole problem, but in terms of the 
negotiation on a specific contract, let’s say with Boeing, for example, 
on a B-52, our people, our produc! tion people and procurement people, 
in doing that negotiation take a look at the proposed subcontract 
structure. 

We insist on having a pretty high amount of subcontracting, but we 
cannot specify it in terms of 10 percent, 30 percent, or 50 percent. It 
happens that we have had pretty good success and we have had the 
pressure on to do this and not letting them build everything in their 
own plants. This is for a number of reasons: to give us a little more 


security, to spread the business, but at the same time each weapon 


will vary, depending upon its complexity, how it breaks down, how 
involved the detailed breakdowns are, and so forth. 

I also have a comment in my statement on the missile field where 
the same problem arises, and I think that after I give this you may 
want to ask some more questions, but I think maybe I will have 
something that will contribute to this point. 

Senator Bree. Very well. 

Mr. Weavock. General, you said that you have had a marked de- 
gree of success in this subcontracting field. We learned last year, 
I think it was in 1952, that the Air Force, for the first time, made a 
survey of this. I think you checked your hundred largest primes and 
found that roughly 21 percent at that time was going to small business 
in subcontracting. 

In 1955 you made another check and you found that roughly the 
same percentage was evident. 

General Raw.irnes. I am not familiar with that. 

Mr. Weapock. This was for overall procurement. 

This was not just the weapons system area. Now, of course, we 
have the recent report from the Department of Defense which shows 
that for the period July 1-December 31, the first half of this present 
fiscal year, that the overall total is 21.2 percent. 

General Raw.ines. This is small business you are talking about? 

Mr. Weapock. Yes. 

General Rawtiines. All of your subcontracting obviously is not 
small business, so the percentage of subcontracting is much higher than 
the percentage that goes to small business. 

Mr. Weapock. I am referring only to subcontracting to sma!] busi- 
ness. I realize that you subcontract to large business too—Boeing 
might subcontract to Ryan, or something like that. 

General Rawiines. And they in turn might subcontract to others. 
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Mr. Weapock. I think in this determination we have only gone 
through the first tier, the second tier is yet to come, but in referring to 
the first tier is it not the case that in 1952 it was 21 percent and in 
1955 it was similarly 21 percent? 

Now we have the first half of fiscal 1956 for the overall Department 
of Defense and would appreciate knowing what the Air Force con- 
tribution to the total was. It is stil] 21 percent, 21.2 percent, so there 
does not seem to have been any great successes unless you assume that 
holding your own during times when you are buying more complex 
weapons is, in effect, a successful program. 

Mr. Weppetut. May I say a word on that? I conducted that surve 
back in 1952 and made the first report to this committee in 1953. I 
am afraid that you have misread the report. The report showed that 

5 percent was placed with small business by those hundred largest 
contractors, directly by them. The 21 percent that you mentioned 
brings in the second tier. 

Senator Brste. And what do you mean by that? Iam not clear on 
what you mean by “21 percent brings in the second tier.” 

Mr. Weppetu. For example, t take t the case of Boeing. They showed 
at that time how much they themselves placed of ‘the dollars they 
received from the Air Force, with small business. Fifteen percent 
was not the Boeing figure, but the average of all. The second tier 
would mean how much their large subcontractors placed with small 
business. That brought it up to 21 percent of the total amount re- 
ceived originally by these 100 prime contractors. 

Senator Brsite. Twenty-one percent of the dollars? 

Mr. Weppe.ti. Twenty-one percent of the total dollars the prime 
contractors received from the Air Force. 

Senator Brste. Found its way to small business ? 

Mr. WepELL. Yes; in just those two tiers. The first tier 15 percent 
went to them—that was increased by another 6 percent because of the 
amount placed by their subs. This latest report of the Department of 
Defense only covered the first tier, so it is an increase of from 15 to 21 
percent in this period since 1953 to this particular period. 

Mr. Weapock. As far as the Air Force is concerned ¢ 

Mr. WeppELL. Well, as far as the Air Force is concerned, that report 
back in 1952 and presented to the committee in 1953 covered Air Force 

rime contractors, and almost all of that money was Air Force money. 

here would be a little bit of other agency money in there. They 
chiefly reported on Air Force money. This latest report, of course, 
is a mixture, but so far as the figures which General Rawlings will 
give you in his presentation, most of the companies reporting through 
the Air Force are reporting chiefly on Air Force dollars because most 
of our large contractors are chiefly Air Force contractors. They are 
not as much of a mixture. 

Mr. Weapocx. General Rawlings has the Air Force total which 
contributes to the Department of Defense 6 months’ total ¢ 

General Rawurnes. I will have the figures. 

Mr. Weapock. For all of the military services—we have no real 
base for comparison for this 6 months’ report, do we, in your judg- 
ment—I mean there has never been a defensewide subcontracting 
percentage determined heretofore for any given period. 
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Mr. Weppetu. Not on as wide a base; but the Navy, at the same 
time that we made our survey, or shortly after, made a survey which 
took in, I believe, some 21 or 25 prime contractors to the Navy. 

The Army also had some still fewer prime contractors reporting. 
It happened that ours was the most comprehensive of the three, and 
this committee staff itself made a survey about that same time. I 
believe you will find that the figures pretty well show the results that 
can be expected even though it was not a broad enough base. I think 
if you sampled 500 you would not come up with much different per- 
centage figures. 

Mr. Weapock. Your 1955 survey which was 21 percent; was that 
first and second tier ? 

Mr. WeppeLit. We made no such survey. 

Mr. Weapock. In our report we said a similar analysis by the Air 
Force at that time showed the same share going to small business. 

Mr. Weppe.LL. Those were spot checks. We had some 8 or 9 com- 
panies but not a wide base. But I noticed in your report, Mr. 
Weadock, you stated in there that the report in 1953 showed 21 per- 
cent. I don’t know where you got that figure. The only way I can 
account for it is that you combined two tiers. The original report 
made to this committee showed distinctly the first tier and the second 
tier. 

Mr. Weapocxk. We will check into that further. 

Senator Bratz. General Rawlings is going to develop further fig- 
ures on that subject, as I understand it. All right, Mr. Secretary 

Mr. Sarre. Mr. Chairman, I would like now to have you hear 
from Gen. E. W. Rawlings, who is the commander of the Air Materiel 
Command, and as such is the sole head of the procuring activity of 
the Department of the Air Force. 

General Rawlings. 





STATEMENT OF GEN. E. W. RAWLINGS, COMMANDER, HEADQUAR- 
TERS, AIR MATERIEL COMMAND, WRIGHT-PATTERSON AIR 
FORCE BASE, DAYTON, OHIO 


General Rawurnes. Mr. Chairman, the statement that I am about 
to give you is a little more detailed than normally you would expect 
to hear, but the committee submitted some questions to us and I have 
attempted to incorporate the answers to those questions in my state- 
ment. 

Mr. Chairman, I appreciate this opportunity to appear before you 
and discuss with you the role that small business plays in the Air 
Materiel Command procurement policies and procedures. 

In the past several years, various members of our Directorate of 
Procurement and Production have appeared before the committee and 
given testimony regarding the detail of the implementation of the Air 
Force small-business programs and the efforts that have been made 
to increase the opportunities for small business. 

I should like to state at the outset that I personally share with you 
gentlemen the concern that you have regarding the place of small- 
business companies in the industrial complex that supports the Air 
Force. I have had many discussions with my procurement staff on 
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this subject and I am sure they have briefed you on our efforts to sus- 
tain the small businesses which are such a vital element to our Ameri- 
can way of life. 

As you know, the Air Materiel Command is charged with logistic 
support of the Air Force and as a part thereof with the procurement 
of material that it uses. 

Central procurement is accomplished at Headquarters, Air Mate- 
riel Command, at Wright-Patterson Air Force Base and at 14 other 
major purchasing offices throughout the continental United States. 
They were : among the offices that were shown to you on chart I (p. 140). 
Kach one of these purchasing offices has the 1 ‘esponsibility for procur- 
ing certain categories of equipment for worldwide use. In other 
words, they are central procurement offices but at distributed loca- 
tions. Each one has a small-business office. These offices are staffed 
by full-time Air Force small-business specialists with one exception, 
The volume of procurement at Gadsden Air Force Depot, Ala., does 
not justify a full-time Air Force small-business specialist and the 
functions are assigned as additional duties to an individual in another 
position. 

We are deeply aware at Air Materiel Command of our obligations 
to properly implement the Air Force small-business policy, realizing 
that, without effective procedures, such policy is valueless to small 
business. 

Until 1951 Air Force procurement of supply items was concentrated 
at Headquarters, Air Materiel Command, but it was decentralized in 
July 1952 to the Air Materiel areas and Air Force depots. This is 
when we spread out to take up those additional locations I have men- 
tioned. 

In 1951 at Headquarters, Air Materiel Command, specific small- 
business procedures relating to the placement of prime contracts were 
devised and incorporated in our Air Force procurement instructions. 

With the decentralization of procurement to the Air Materiel areas 
and Air Force depots, the same procedures were put into effect in 
each of these major purchasing offices. 

Air Force policy on small business and procedures for assisting 
small business in contract placement are set forth in Air Force pro- 
curement instructions (sec. 51)*° and are applicable to all individual 
procurement actions that take place in continental United States re- 
gardless of the dollar amount of the procurement. The aggregate 
amount of procurements under $10,000, chiefly for commercial- -type 
items, amounted to $322,184,000 in calendar year 1956. Small busi- 
ness received $218,169.000 of these contracts under $10,000, an amount 
equaling 68 percent. In other words, of this type of business 68 per- 
cent of it went to small business. I believe that this percentage of 
small-business participation compares quite favorably with the per- 
centage of any other Government agency, either civilian or military. 

A little later on I would like to tell you of some procedures that we 


® Retained in committee files. 
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are recommending which we feel will increase the small-business par- 
ticipation in this as well as other areas. At present we have in effect. 
and have had for some time, a special set of procedures that apply to 
procurements which are estimated to be in excess of $10,000. 

I will give you a description of what takes place on each individual 
procurement which is initially estimated to be in excess of $10,000. 

The procurement action normally starts with a purchase request 
by the one who acquires the item. A copy of each purchase request is 
delivered to the Air Force small-business specialist simultaneously 
with the release of the purchase request to the contracting officer or 
buyer. ‘The purchase request describes the item or service to be pro- 
cured and provides such additional information concerning the pro- 
curement as is available at that time. This is usually considerably in 
advance of the time that the buyer is actually ready to solicit bids or 
proposals. Before actual solicitation can be made, it is generally 
necessary to accumulate more information concerning the item or serv- 
ice to be procured. This advance distribution of purchase requests 
to the Air Force small-business specialists allows them time to make a 
thorough investigation of the requirements, the background of the 
procurement, and to obtain other information such as the end use of 
the item. It is most essential, in making a proper determination with 
regard to the ability of small-business firms to perform, that such in- 
formation be gathered prior to commencing the procurement action. 
This determination is quite simple in many cases. For example, it is 
obvious that if a procurement is for jet engines or very complicated 
fire-control systems, small business does not have the capacity to act 
as a prime contractor. It is equally as obvious that should the pur- 
chase request call for an item such as maintenance stands, that there 
are numerous small-business concerns that are quite able to perform 
on such a contract. 

Our Air Force small-business specialists, by experience, have a 
good knowledge of what can or cannot be furnished by small-business 
concerns, and their determination is made quickly in most cases. 

The Air Force does, however, buy a great many complex items each 
year that are new or major modifications of items previously pur- 
chased. 

It is not always obvious in these cases whether small business can 
produce the required item, and in this gray area considerable investi- 
gation prior to procurement action is required. 

Our small-business oflices have records of many thousands of pro- 
curements. Even though an item may not be identical to one sae 
in any previous procurement, these records will show at a glance 
whether any small-business firm has suomitted a reasonable bid or 
proposal on a previous procurement for a similar item. If there 
was such a bid, the item is placed in the small-business potential. 
This, in effect, allows small business itself to determine the makeup 
of the potential. 
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When the buyer is ready to issue the invitations for bids or requests 
for proposals, he is required to coordinate with the Air Force small- 
business specialist. A preaward conference is held, at which time 
there is an exchange of all available information concerning the pro- 
curement. If the Air Force small-business specialist has determined 
that the procurement is within the small-business potential, steps are 
taken to insure that small-business concerns are given an equitable 
opportunity to compete. Should the item or service being procured 
be one for which there are known small-business sources or it is be- 
lieved that there may be potential small-business suppliers, there is 
a complete review of the circumstances surrounding the procurement. 
When it is believed that small business could produce the item 
although no actual source is known, the procurement information is 
sent to the Department of Commerce for publication in its bulletin, 
Synopsis of Proposed Procurements, Sales, and Contract Awards. 

Quite frequently this action brings to light potential sources not 
ee known to the Air Force. The Department of Commerce’s 

ulletin is issued daily and contains descriptions of items to be pro- 
cured as well as the address of the purchasing office having responsi- 
bility for the procurement. The bulletin has wide distribution and 
affords an opportunity for many firms not listed at a purchasing 
office to obtain an invitation and participate in the procurement. Pur- 
chasing offices transmit information on proposed procurement to the 
Department of Commerce daily for publication. 

All conditions and circumstances described as a result of the pre- 
award conference are recorded on what is known as the small-business 
coordination sheet. This sheet is completed and signed by the buyer 
and the Air Force small-business specialist and becomes a permanent 

art of the procurement file. Should any of the conditions surround- 
ing a procurement appear to be such as to place an obstacle in the 
way of small business, every effort is made to correct the situation, 
and if this cannot be done a complete explanation must be placed in 
the file as an enclosure to the coordination sheet. I would like to 
submit for the record of the committee a copy of this small-business 
coordination sheet. This form, or a similar one, has been in use in 
the Air Materiel Command purchasing offices since 1951. 

Senator Bratz. That will be received and made a part of your state- 
ment by reference. 

General Rawtinos. Yes, sir; by reference. 

(The document referred to follows :) 
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Exuisit 36 


SMALL—BUSINESS COORDINATION SHEET 


G DESCRIPTION OF ITEM OR SERVICE 


2. rwere (_)Ane [_] ARE WO KNOWN SMALL BUSINESS souRcEsS/. 


3. THE PROCUREMENT Witt ee [_]aoverTised [_] NEGOTIATED. 


& Ae BIDDERS’ MAILING LIST CONTAINS NAMES OF _____.« LARGE BUSINESS FIRMS SMALL BUSINESS FIRMS. 
OF FIRMS ON BIDDERS’ MAILING LIST, LARGE BUSINESSES SMALL BUSINESSES WILL BE SOLICITED. 


if negative anower te given to any of the following Iteme 48 through 4E below, explanation ie required.) 


®& Quantities [(_]ARE [_] ARE NOT SUCH AS TO ENABLE SMALL BUSINESS FIRMS TO COMPETE. 


DELIVERY SCHEDULES (_]ARE [_] ARE NOT SUCH AS TO ENABLE SMALL BUSINESS FIRMS, INCLUDING POTENTIAL 
& suPPLieRs, TO COMPETE. 


De INFORMATION (SPECIFICATIONS, DATA, DRAWINGS, ETC.) [_]1S [_]1S NOT SUFFICIENT FOR COMPETITION. 


e rue (_]s [((]1s NOT SUFFICIENT TO PERMIT POTENTIAL SOURCES TO ADEQUATELY PREPARE AND SUBMIT QUOTATIONS. 


& A procurement (_]witt (_]witt wot se synopsizeo. ADVANCE NWoTice: [_] Yes [_]NO. 


BS. EXCEPTION TO SYNOPSIS (AFPi 2-206) 


C. IF PUBLISHED, THE FOLLOWING DESCRIPTION WILL BE USED: 


& OEFENSE MANPOWER POLICY wo.tv [_]!s [_] IS NOT APPLICABLE. 


8. DEFENSE MANPOWER POLICY NO. IV SET ASIDE [_]WILL [_] WILL NOT BE APPLIED. PER CENT 


%. Ae SMALL BUSINESS SET ASIOn [_]witt [_] WILL NOT BE APPLIED. NUMBER PER CENT SET ASIDE 


®& siosers [(_]wit [_] WILL NOT BE MAILED TO SMALL BUSINESS ADMINISTRATION OFFICES. 


THE AF SMALL BUSINESS. SPECIALISTIHAS ADDED THE FOLLOWING NAMES TO GE INCLUDED IN THE BIDDERS MAILING LIST FOR 
SOLICITATION. (Nameoe fumlehed by Small Business Administration are marked with an eeterisk.) 


111 newer te affiemative, the Buyer will, prior to making award, fumieh the AF Small Business Specialist with e copy of the abstrect of bide or 
Buyer whether each 


inet any engineering of laboratory evaluation that hee influenced the procurement. The 
ees @ bid te large or emal! business. 





AFP] Form REPLACES AMC FORM 261A, 28 FEB 56, 
18 apr 6 “% WHICH MAY BE USED. 








158 SMALL BUSINESS PROCUREMENT PROGRAM 


General Rawttnes. The Small Business Administration has repre- 
sentatives assigned to all Air Materiel Command purchasing offices, 
These representatives are furnished with a copy of the purchase re- 
quest at the same time the purchase request is furnished to the Air 
Force small-business specialist. These Small Business Administra- 
tion representatives thus have an opportunity to investigate the pro- 
curement from the small-business standpoint. All records of the Air 
Force small-business office and contract files are available for inspec- 
tion by Small Business Administration representatives at any time, 

The Small Business Administration representative attends and 
actively participates in the meeting between the buyer and the Air 
Force small-business specialist which I have described to you. The 
Small Business Administration representative’s recommendations con- 
cerning the handling of the procurement and sources to be solicited are 
given the same consider ‘ation as those of the Air Force small-business 
specialist. 

Air Force procurement instructions provide that the Small Business 
Administration representatives may make recommendations concern- 
ing a procurement, including the recommendation that it be a 
or totally set aside for the exclusive participation of small business. 

The number of procurements set aside for small business is increas- 
ing as a result of the cooperation between the Air Force and the Small 
Business Administration. For the first 9 months of this fiscal year, 
Small Business Administration representatives have recommended 
either total or partial set-asides on 1,024 procurements. Of this num- 
ber, 957 have actually been set aside for small business, compared to 

451 for the same period last year, and I believe that Air Force agree- 
ment with the Small Business Administration in over 93 percent of the 
‘ases is indicative of excellent cooperation. 

All major commands within the Air Force having headquarters in 
continental United States are now in the process of appointing an 
individual in each of their purchasing offices who will be assigned the 
responsibility of establishing and carrying out effective proc edures for 
assisting small business. Many of the procedures that I have de- 
scribed to you which are in operation in Air Materiel Command pur- 
chasing offices will be carried out in these more than 150 local purchase 
offices under the jurisdiction of other commands. The basic procedures 
are now provided for in Air Force procurement instructions. This 
was the point that was shown on the chart a minute ago. (See chart 
on p. 157.) 

We believe that we have a good program for assisting small business 
to participate in prime contracts, and we believe that it is becoming 
increasingly more effective. 

I am glad to be able to tell you that during the first 10 months of 
this fiscal year, awards to small business by the Air Force were $83 
million more than in the corresponding 10 months of fiscal year 
1956. This is a gain of 18.5 percent. 

In calendar year 1956, total procurement by the Air Force from 
industry in the continental United States was $9,949,905,000. 
Awards to small business amounted to $738,934,000, which was 7.5 
percent of the total. This was $114 million more than in the previous 
calendar year. However, as the increase in our investment in the 
development and production of fighters, bombers, and guided missiles 
was proportionately greater, the percentage of the take by small 
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business in our total procurement came down. In the previous calen- 
dar year it was 8.4 percent. 

Our first concern is to determine what market there is for small 
business in our direct procurements and to see how far small-business 
concerns participate in that market as prime contractors. 

I am sure we can all agree that there is no market, as prime contrac- 
tors, for small business in the development and production of air- 
frames, aircraft engines, and guided missiles. Procurement of those 
items ¢ alone amounted to approximately $5,800,000,000, leaving a little 
over $4 billion to be considered. Every procurement in this latter 
category over $10,000 was carefully screened, and possible small- 
business sources could be found for only $815,362,000 of the amount. 

Senator Binte. How do you do that, General? How do you develop 
the potential 

General Raw.iines. The potential is developed in this process that 
we have just described of the buyer, the small-business specialist of 
the Air Force, and the small- business speci ialist of the Small Business 
Administration seeing whether in their opinion the procurement was 
the type that could go to these types of companies. 

Mr. Weapock. General, you say back here on page 4 of your state- 
ment, when you take up that question that this in effect allows small 
business itself to determine the makeup of the potential. That may 
well be true for that part of the potential which becomes glaringly 
obvious to the Air Force, that is, an item so determined by virtue of the 
fact they have bid on it before or they have supplied it before, but 
what about broadening this out a bit? What action is taken by the 
Air Force itself to assist small business to help itself in broadening 
this potential ? 

General Rawiines. I believe I will cover that in the balance of my 
statement where I talk about the offices that small business can go to 
to find out where we are doing business, the aid that we give them, and 
I think I will develop that for you. 

Mr. Weapocx. That would be a one-way street where they come 
in and help themselves. Is the Air Force doing anything to go out 
to meet them, to go out to ferret them out a little bit ? 

General Rawxincs. We have had meetings in various areas. 

Mr. Weapocxk. Clinics? 

General Rawtines. We have clinics; yes. We talk to association 
meetings and that sort of thing. 

Mr. Weapvock. This banking plan that the Secretary spoke of, that 
would be another effort in that direction ? 

General Rawuines. That would be another effort of that sort; yes, 
sir. 

Mr. Amis. General, I notice in screening these procurement actions 
the small-business specialists of the Air Force and Small Business 
Administration have difficulty in determining whether the item is in 
the small-business potential because of the lack of drawings. This is 
indicated in the list that I compiled, such items as a radio set, a 
switch, a hose assembly and products which are standard produets— 
nuts, bolts, screws, or nails of some kind. The purchase order indi- 
cated that there is not sufficient information to determine whether or 
not there is a small-business source—there are many hundreds of 
those. 
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General Rawutnes. Obviously, the more definitive your specifica- 
tions and drawings are the better opportunity for competitive bid- 
ding. There is no question about it. 

General Sessums will discuss the whole subject of specifications 
and drawings for you, since his operation has that responsibility, and, 
then that information is made available to us at the time of the buy 
or such information as is available that we have to use at the time of 
the buy, and he will develop that. 

Mr. Amis. The point I want to stress is that there is just not enough 
information readily available to determine whether an item is in the 
small-business potential. 

General Raw.iines. Certainly, we can always have better informa- 
tion, there is no question of that. 

Mr. Amis. There are some 500 items listed in the Congressional 
Record of June 26, 1957, on which there could be no small-business 
participation due to the absence of detailed drawings and engineering 
data.*? 

Senator Bratz. You have indicated, General Rawlings, that General 
Sessums will develop that point. 

General Rawuines. Yes; on the specifications and drawings. 

Senator Brstz. We will see if he adequately develops the point. 
You may proceed, General Rawlings. 

General Rawiines. Small businesses were solicited and awarded 
contracts totaling $520,765,000, which was 64 percent of the amount 
of the procurement for which they were solicited. In addition, they 
received a large amount of the procurement on contracts of Jess than 
$10,000. The small-business prime contract “take” altogether came to 
the $738 million figure I mentioned earlier. It is our purpose, Mr. 
Chairman, to take every proper action we can devise to increase, if 
possible, the proportion of small-business awards in such market as 
may exist in Air Force prime contract placement. 

The Air Force is making every effort to cooperate with the Small 
Business Administration in carrying out Small Business Adminis- 
tration’s responsibility in the issuance of certificates of competency. 
When an Air Force field survey team is of the opinion that a small- 
business concern which has submitted an acceptable bid or proposal 
on a procurement does not have the capacity or the financial stability 
to perform on the contract, the case is referred immediately to the 
Small Business Administration. Detailed procedures for handling 
such cases are set forth in Air Force procurement instructions. These 
instructions provide that the Air Force furnish the Small Business 
Administration with all the information upon which the Air Force 
based its opinion. 

I would like to submit for the record of the committee, as an exam- 
ple, a copy of a letter from the director of procurement and produc- 
tion at Middletown air materiel area in Pennsylvania addressed to 
all air procurement districts in the northeastern part of the country. 
They have the geographic responsibility for the Northeast. 

This letter, I believe, clearly indicates the desire of the Air Force 
to be as helpful as possible to the Small Business Administration in 
carrying out its responsibility concerning the issuance of certificates 
of competency. 





#1 Congressional Record, June 26, 1957, p. 9314, remarks by Senator Sparkman in con- 
nection with the Department of Defense appropriations, 1958. 
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Senator Brie. The document referred to will be made a part of 
the record at this point. 
(The document is as follows :) 


ExuHsit No. 37 


HEADQUARTERS, MIDDLETOWN AIR MATERIEL AREA 
UNITED STATES AIR FORCE, OLMSTED AIR FORCE BASE, PA. 


Subject: Referral to local Small Business Administration offices of FCR denials 
on small-business firms or approved defense-production pools. 

To: Chief, Rochester air procurement district, 20 Symington Place, Rochester, 
N. Y. (all APD’s). 

1. This letter supplements the instructions contained in letter from this head- 
quarters dated April 9, 1956, subject as above. 

2. A considerable amount of time and money is expended by the Air Force in 
an effort to determine the capabilities of potential contractors to perform in 
accordance with the requirements of a proposed contract. Consequently, when 
it has been determined that a small-business firm is incapable of meeting the 
Air Force requirements it is considered extremely important that the negative 
ease be referred to SBA in such a manner as to fully substantiate the Air 
Force position. Only by specifying the express details upon which the denial is 
based can we alert SBA to the adverse effect which we feel an award would 
have on the Air Force mission. It is, therefore, requested that the following 
pertinent information be furnished the local SBA regional office at the time a 
negative small-business FCR case is referred: 

(a) A copy of the bid set will be forwarded when available. In the event 
a copy of the IFB or RFP is not available, SBA will be so advised at the time 
the initial telephone referral is made. In each instance SBA will be furnished 
pertinent information concerning the IFKB or RFP, such as item description, 
quantities, delivery requirements, dollar value, and buyer’s name and location. 
In those cases when the bid is not available at the APD, and SBA desires a 
copy, the buyer will be contacted immediately and requested to forward one 
directly to the local SBA office. 

(bo) Future MMAMA FCR board minutes will contain additional detailed in- 
formation concerning financial denials. Minutes will include the date of the 
contractor’s financial statements utilized in the analysis, as well as condensed 
factual extracts pertinent to the recommendation for denial. If insufficient 
working capital is the basis for denial, the minutes will reflect the estimated 
amount of capital required to overcome this deficiency. If the denial is based 
on the contractor’s failure to furnish the required financial statements, the FCR 
board minutes will contain a statement to this effect. 

3. It is requested that the above information, plus other basic denial infor- 
mation, such as inadequacies concerning facilities, material, production and test 
equipment, and past performance be included in the Air Force letter confirming 
the FCR referral to SBA. 

4. If at any time the Small Business Administration desires additional in- 
formation which can best be obtained through consultation with APD per- 
sonnel, the small-business specialist will arrange a conference for this pur- 
pose with the appropriate AF personnel. 

By order of the commander : 

Lovuts H. GARRETT, 
Colonel, USAF, Director of Procurement/Production. 


Mr. Weapocxk. I would like to ask a question on the certificate of 
competency program. Are there cases whereby in the case of adver- 
tised competition, or even in negotiations, where a small firm has 
come in and is found to be incompetent for either financial reasons 
or technical ability to perform before the point is reached where they 
can in effect, automatically apply for the certificate of competency ? 

We have learned of instances where other devices have been used 
which would render the proposal unresponsive from the beginning, 
although in fact it was on the point of technical competency that the 
turndown was made. 
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General Rawurnes. In other words, where there was some dodge 
used to get around going through this procedure is what you are 
really asking. 

Mr. Weabocx. Yes. 

General Raw.tnes. I personally have no knowledge of such. It 
may be true. I will ask General Thurman, who is Deputy Director 
of Procurement and Production if he has knowledge of any such 
situation, 

General THurman. I don’t know of any such cases. It is a theoret- 
ical possibility, of course. 

Mr. Wrapock. This happens primarily with technical competency 
and bidder qualifications, and so forth. In other words, these points 
are used to defeat the bid, or response of the small bidder, and it comes 
at a time so early in the procedure that the relief offered by going to 
the SBA for a certificate of competency is eliminated oars ae 

General Tuurman. I think I see your question which I did not 
understand at first. 

Mr. Wrapock. General, this is a turndown, essentially, by the tech- 
nical people, not the contracting and purchasing people. 

General THurman. The thing that misled me was the reference to 
an advertised bid. This normally would not occur in an advertised 
situation. Where our specifications are not such that we can adver- 
tise, in some instances we do solicit technical and price proposals on a 
negotiated basis. We evaluate those technical proposals. To the 
extent that the technical proposal is not sound, then from a technical 
standpoint we turn the matter down. 

Mr. Weapock. And they cannot apply for a certificate at that point? 

General Tuurman. No, sir. 

Mr. Weapock. Presumably the certificate is directed toward two 
areas. One is financial and the other is technical. SBA had in mind 
being able to reexamine a company to determine if they are financially 
sound to perform and if they have the qualified personnel to turn 
out whatever it is the Government is purchasing, so by so doing at 
your technical level you have eliminated 50 percent of the effect of 
the certificate of competency that SBA uses to assist small business. 

General Rawiinos. If I understand this correctly, their certificate 
of competency has to do with their production capability or capability 
of doing the job, the personnel they have, and their financial stability. 

Mr. Weapocx. Engineering and so forth. 

General Rawrincs. But as to the competency of the item, the engi- 
neers are the ones that decide that. We don’t do that, but they would 
have to have a whole ARDC * if they did that, if I understand the 
question. 

Mr. Weapock. You mean SBA would have to have? 

General Rawiines. Yes. They would have to duplic ate the labora- 
tories you have got at W right Air Development Center because it is 
not technical competence in terms of their ability to produce, but of 
their proposal, whether this device is one that will do the job. 

General THurMAN. It is design engineering on the one hand versus 
production on the other. 


# Brig. Gen. W. T. Thurman, Deputy Director, Procurement and Production, Headquar- 
ters Air Materiel Command, Wright-Patterson Air Force Base, Dayton, Ohio. 
4 Air Research and Development Command. 








‘V 
ts 
aS 
[0 


vO 


te 
ty. 
mi 
ild 


he 


ra- 
1s 


of 


sus 


uar- 


SMALL BUSINESS PROCUREMENT PROGRAM 163 


General Rawiines. General Haugen,‘* would you like to speak 
to this ¢ 

Senator Bieter. General, would you like to throw some light on 
this confusing subject? I would like to have you clear it up so I can 
understand it. 

General Haugen. I will be glad to throw a little light on it, sir. 

Senator Bisie. Maybe the staff would like to recast the question so 
as to get it in proper focus. 

General Haucen. I believe I understand it, sir. 

Senator Brste. Very well. 

General Havucen. I believe that the technical evaluation of the 
proposal is an action that predates or occurs earlier than the cer- 
tificate of competency. We solicit proposals from a number of con- 
tractors or would-be contractors and they provide us with proposals 
as to how they would meet our specific requirements. If the thing 
that they propose to furnish us does not in fact meet our require- 
ments as revealed by our technical evaluation of the proposal, then, of 
course, we are not interested, and we cannot deal with that company. 

On the other hand, after we have determined those proposals which 
do meet our requirements and are technically acceptable, then it is 
up to the buying personnel to determine which is the best price and 
the other factors in negotiation, and thereafter if necessary a certifi- 
vate of competency of course is 

General Rawtines. Competency to produce, to finance, and that sort 
of thing. I believe this is the point you had in mind. 

Mr. Wrapock. The point was raised by various small businesses, 
particularly in connection with the Air Force, that as far as a cer- 
tificate of competency program was concerned, they never even reached 
that stage. They were turned down by and large at a step further 
removed. 

General Rawuincs. With technical items this could very well be so, 
because they are highly technical in nature. 

Mr. Weapock. They, of course, would like to have, if at all possible, 
a review by SBA, but, of course, like you say, this might require a 
whole ARDC to be set up by SBA. 

General Rawuines. It would take a series of laboratories, such as 
ARDC, to do it. 

Senator Brsre. Do you have any indication percentagewise how 
many small-business concerns are eliminated by a technical turndown 
before it gets to the next step ? 

Mr. Weapock. Mr. Chairman, we have several cases that have come 
to our attention, ‘The Air Force could perhaps furnish us figures of 
that nature.*® 

Senator Bisie. It seems to me their position is very well taken. 
They would certainly heve to meet the technical requirements before 
you can perform. 

General Rawiings. From the complaints that we get—and obvi- 
ously we would get complaints if people felt strongly about it—the 








“Brig. Gen. Victor R. Haugen, USAF, deputy commander for development, Wright Air 
Development Center, Wright-Patterson Air Force Base, Dayton, Ohio. 

“Following are the figures subsequently supplied by the Air Force: In the first 10 
months of fiscal year 1957, small-business concerns bid on 6.287 procurements of $10,000 
or more in value. They were the successful bidders on 5,164 or 82 percent of those 
procurements, In 63 cases (1 percent of the total), the small-business concern’s bid was 
rejected due to an unfavorable engineering evaluation of the product it proposed to furnish. 
(The source of this information is Procurement Action Report DD228.) 
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volume is not high. We have them, of course, because you have always 
got more unhappy bidders than you have happy ones, since only one 
guy gets the business, but in terms of it being a major problem I 
do not believe it is, because we have not had it brought to us in those 
terms. 

Senator Bratz. What you are saying is you have not eliminated a 
lot of small-business men by technical means? 

General Rawtincs. Just in order to eliminate them; yes. 

Senator Bre.e. You have eliminated them for good and valid rea- 
sons, because they don’t meet the technical requirements. 

Mr. SHarp. I might say, Mr. Chairman, here, that this situation 
does not apply only to small business. The same thing applies 
whether business is large or small. There may be technical evalua- 
tions from larger businesses than small businesses which are also 
turned down on this same basis. 

Senator Brsrz. I would recognize that. I don’t see how you could 
particularly eliminate that requirement. Thank you; I think I under- 
stand your position. 

You may proceed. 

General Rawtinecs. I have been asked to comment as to our policy 
regarding the selection of bidders. 

First, may I clarify some terms. We refer to a “bidders’ mailing 
list” as a list of firms that have made proper application and have 
been accepted as potential sources for specific items which they desire 
to furnish to us. 

There is a separate list for each category of items that we buy. 
The buyer and the Air Force small-business specialist are furnished 
with a list consisting of only the firms that have registered for the 
item being procured. From this “bidders’ mailing list,” the names 
of firms to be solicited are chosen. The firms selected, we call the 
source list. 

As an illustration, there are 505 categories of items procured at 
Headquarters Air Materiel Command, and there are 505 separate 
“bidders’ mailing lists.” Each list consists of from 10 to more than 
250 names, and 1 firm may appear on several lists. Altogether, 2,339 
firms have requested to be listed and have so been listed on all bidders’ 
mailing lists maintained at Headquarters Air Materiel Command. 
Eighty-one percent of these firms employ fewer than 500 persons, and 
I believe it is especially interesting to note that 52 percent of them 
employ fewer than 100 people. 

Senator Breer. May I ask a question there, General Rawlings? 
How does a businessman get on this bidders’ mailing list? You say 
he makes the request. How does he know how to make it? 

General Rawtines. It is a little later in my statement, actually. 

Senator Bute. All right, proceed. Go right ahead. 

General Raw.iines. We have made it quite simple for a business- 
man to register on the appropriate bidders’ mailing list by the 
establishment of what might be called a one-stop service. Previ- 
ously I explained that our procurement of equipment for world- 
wide use takes place at 15 procurement offices. This is the central 

rocurement—the one at headquarters and the 14 in the field. It 
is not, however, necessary for the manufacturer seeking Air Force 
business to locate and visit the offices responsible for purchasing the 
type of equipment that he can furnish. 
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There are 18 air procurement districts scattered over the United 
States. As a matter of interest they are scattered through the gen- 
eral industrial areas of the country. 

Each air procurement district has a small-business office. These 
air procurement districts do no buying. They have the responsi- 
bility for the administration of contracts awarded to firms located 
within their geographical boundaries. The small-business office in 
each air procurement district, however, maintains complete informa- 
tion as to procurement assignments for all of the items that we buy 
in the Air Force. By visiting the small business office in the nearest 
air procurement district, a manufacturer ¢ can be properly registered 
as a potential source for the items that he is qualified to produce re- 
gardless of which purchasing office has procurement responsibility 
for those items. 

For example, if a man is in Boston and goes into the Boston small- 
business office—we are buying items, let’s say, at Warner Robins in 
Georgia that are the type of product that he is interested in—he 
can get that information in Boston, get on the bidders’ list without 
going to Warner Robins. That is how the system works. 

Mr. Suarp. It is this kind of thing we are trying to stimulate 
through the Bankers Association—let these people know where they 
can go to get on the bidders’ list. 

General Rawtrnas. Several years ago the Air Force published a 
booklet entitled “How To Sell’To The Air Force.” I am sure that 
some of you may have seen it. It contained information which was 
very useful to a contractor desiring to do business with the Air Force 
for the first time, such as descriptions of how the Air Force buys 
and where the Air Force buys various categories of equipment. It 
gave information as to what the potential ‘contractor should do to 
make his qualifications known to the Air Force and where to go and 
who to see for assistance. Unfortunately, this booklet is out of date. 
We are trying to have it reprinted, and, as I now state, there is a 
booklet in the process of being issued by the Department of Defense 
which will consist of a section for the Army, Navy, and Air Force. 

Senator Brere. This is the type of bulletin that will go out through 
the Bankers Association for the use of small business ? 

Mr. Suarp. Yes, sir; and we are anxious, of course, to get this 
publication out, and I understand from what we have been told it 
should be out this next month. 

General Raw irnos. I said that a buyer ready to solicit bids or pro- 
posals obtains a bidders’ mailing list for the item being procured. This 
list is reviewed by the buyer, the Air Force small-business specialist, 
and the Small Business Administration representative at the prepro- 
curement conference which I have described to you. It is not always 
feasible to solicit bids or proposals from all firms on this bidders’ mail- 
ing list. Frequently the entire list is used. It may be, however, that 
the size of the procurement, dollarwise, does not justify the cost of 
soliciting all firms that are listed. Experience with procurement of 
the same item or a similar item may indicate that the use of the entire 
list is not practical. 

I will give you some examnles of experience with the use of the en- 
tire list on certain items. There are 157 firms listed for 700-gallon 
wingtip tanks. On a procurement for these wing tanks during this 
fiscal year, we sent a “preinvitation” notice to the entire 157 firms. 
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Of the 157 firms, 135 specifically requested a bid set. In addition, this 
procurement was published in the Department of Commerce Synop- 
sis of Proposed Procurement, Sales, and Contract Awards. 

The publishing of this procurement in the synopsis made it neces- 
sary to distribute 2 copies of bid sets to each of 31 air procurement dis- 
tricts and air procurement offices in anticipation of requests from po- 
tential bidders to examine such bid sets as a result of seeing the pro- 
posed procurement in the synopsis. We also set up a buffer quantity 
of 30 bid sets to take care of additional letter requests or personal 
requests by potential bidders for bid sets. 

‘here are 37 Small Business Administration offices, each one of 
which may request a bid set. So, actually, in this case there were 157 
names on the bidders’ mailing list, but it required the preparation of 
227 bid sets in anticipation of the requirements. We received only 
six bids on this procurement. We have conservatively estimated the 
cost of each such bid set as $10 each, or $2,270, for this procurement. 

This year we purchased some generator sets. There were 65 firms 
listed for these generator sets. We sent preinvitation notices to the 
entire 65 firms. Of the 65 firms, 55 specifically requested a bid set. We 
also provided additional bid sets as above. On this procurement we 
received six bids. Altogether 147 bid sets were prepared in anticipa- 
tion of the requirements for bid sets. We have conservatively esti- 
mated the cost of each bid set as $30 each, or $4,410, for this procure- 
ment, just to send out the proposals. 

On procurements of this type where our experience has demon- 
strated that only occasionally a bid will be received from a new po- 
tential source, we do not feel that we are justified in continuing to ex- 
pend the large amount of money for the preparation and distribution 
of data and the man-hours involved in handling requests for such 
data. 

Air Force procurement instructions do authorize selection of firms 
on the bidders’ mailing list by the rotation method. The following 
factors must be considered in rotating the bidders’ mailing list: (1) 
The interest of small-business concerns, (2) the existence of surplus 
labor areas, (3) the adequacy of the curtailed list, and (4) best interest 
of the Government. 

However, the Air Materiel Command does not use the rotation 
method. The selection of firms from the bidders’ mailing list repre- 
sents the combined judgment of the buyer, the Air Force small-busi- 
ness specialist, and the Small Business Administration representative. 
This selection is made at the time of the preprocurement conference 
which I have described to you. The lengthy lists of firms which ap- 
parently are not interested in bidding on the equipment for which they 
have listed themselves do not remain static. Once a bidder is included 
in the bidders’ mailing list, his name is not arbitrarily removed. Ef- 
forts are being made, however, to reduce these lists by requesting con- 
tractors to reevaluate the list of items for which they have registered. 

The committee has evidenced interest in the use of negotiation by 
the Air Force. It is true that the largest portion of Air Force pro- 
curement, dollarwise, is handled by negotiation as the greater propor- 
tion of Air Force procurement dollars are expended “for airframes, 
engines, and complex equipment, such as fire-control systems, bombing 
systems, and guided missiles. The committee’s concern, I presume, is 
in regard to the use of negotiation on procurements for which there 
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are potential small-business contractors. In this field, the Air Force 
is making strenuous efforts to increase the use of formal advertising. 
We have met with some success. 

General Baker, Director of Procurement and Production for Air 
Materiel Command, has personally met with all buying personnel 
in the buying divisions at Headquarters Air Material Command for 
the purpose of stressing the necessity for using advertising whenever 
possible. 

We have conducted a 2-week general buyers’ course at Headquarters 
Air Material Command 3 times rec ently, with buying personnel from 
Headquarters Air Material Command and from all air material areas 
and Air Force depots in attendance. In other words, those 14 central 
procurement offices. A vital part of this 80-hour course was devoted 
to impressing buying personnel that advertising was the preferred 
method of procurement. 

We have revised Air Force procurement instructions in such a 
manner as to emphasize that it is Air Force policy to use formal ad- 
vertising procedures whenever possible, notwithstanding the exist- 
ence of ‘authority to negotiate under certain circumstances. In par- 
ticular, this revised Air Force procurement instruction sets forth 
many examples of special provisions which may be incorporated in 
invitations for bids to assure that the Air Force requirements will be 
fully met and at the same time preserve the benefit of full and free 
competition which are inherent in formal advertising. The primary 
purpose of this revision was to establish guidelines and set forth bet- 
ter instructions to buying personnel as to how more procurements 
may be advertised. 

It is frequently because of the nature of the specifications we use as 
generally determined by the type of equipment involved that we are 
unable to advertise. General Sessums will discuss this problem with 
you. For the past vear, 1 might note, we have had a special Air 
Materiel Command-W right air development center staff working on 
the joint problem of increasing advertised procurement. 

At Headquarters, Air Materiel ( ‘ommand, we have a Directorate 
of Procurement and Production Control meeting every month which 
is attended by personnel from the various field-procurement activ- 
ities and by the chiefs of the buying divisions at Headquarters, Air 
Materiel Command. 

At these meetings, we show the statistical performance of selected 
field activities on many phases of procurement, one important one 
being the use of formal advertising. The statistics are used to inter- 
pret the progress being made by the various Air Force activities. 

This spring we established a board to review proposed procurement 
plans at Headquarters, Air Materiel Command. By this review we 
were able to point out to the buying divisions several so-called bor- 
derline cases which could be advertised. Some examples of this were: 
(a) A procurement for crash fire trucks at an estimated cost of $4 
million, (6) a procurement for oil-servicing trucks at an estimated cost 
of $2.5 million. 

The board review was instrumental in educating buying personnel 
in the necessity of using advertising procedures ‘whenever possible. 
As a result of this educational process many items were advertised 
for the first time. These include such items as generating sets, nose 
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wheels, oxygen-generating equipment, and such airborne equipment 
as pressure gages, position indicators, and altimeters. One of the 
major items procured by advertising for the first time was one involv- 
ing MD-3 generators. This procurement totaled approximately $16 
million and was awarded to a small-business firm. 

By the use of educational techniques and management tools, we 
have been able to show a significant rise in advertised procurement. 
On procurement within the small-business potential we increased our 
advertising from 24 percent, dollarwise, in fiscal year 1955 to 52 
percent in the first 10 months of fiscal year 1957. This increase in 
the percentage would have been even greater could we have included 
the small-business set-asides handled by formal advertising. Such 
set-asides, as you know, must be reported as negotiated procurements. 
We are most aware of the necessity for increasing our advertised pro- 
curements. We have made considerable progress and can assure this 
committee that our efforts will not be relaxed. 

I do not want to leave the impression that negotiation precludes 
competition, as such is not the case. Negotiated procurements are 
not necessarily sole-source procurements. As a matter of fact, within 
the area of procurements involving items or services within the capa- 
bilities of small-business concerns there was an average of 12 firms 
solicited on each negotiated procurement of $10,000 or more during 
fiscal year 1956 at Air Materiel Command purchasing offices. 

The Air Force does not like sole-source procurements and makes 
every effort to avoid them. The initiator of a purchase request is 
required to fully justify any recommendation that he may make for 
sole-source procurement. Such purchase requests are subject to the 
same review and investigation by the buyer, the Air Force small- 
business specialist, and the Smal] Business Administration representa- 
tive as are other purchase requests. 

The large dollar volume reported for sole-source procurements are 
not in this area but are for equipment which cannot be furnished 
by small-business concerns, such as airframes, engines, guided mis- 
siles, et cetera. Even on complex equipment of this type, there is a 
design competition between manufacturers prior to selection of one 
of the designs for a production item. Having once selected the de- 
sign the manufacturer responsible for that design does become a sole 
source, and the actual procurement of the production item is reported 
as sole source even though there was competition on the initial effort. 

During calendar year 1956, 66 percent of the dollar volume of our 
sole-source procurement actions were reviewed at Secretarial level 
before the procurement was made. This means that in each such 
procurement a determination was made by a succession of reviews 
from buying activity concerned through Headquarters Air Materiel 
Command to the Office of the Secretary of the Air Force. The de- 
termination must be not only that formal advertising is not feasible 
but also that the procurement has to be accomplished by sole-source 
negotiation. 

n additional 17 percent by dollar value of our reported sole-source 
procurements in calendar year 1956 were sole-source actions because 
they were controlled by the terms and conditions of existing contracts. 

Examples of such action were price redetermination actions, de- 
livery orders against interservice or interdepartmental requirement 
contracts, and calls against open and call contracts. The Air Force 





t 


oY 


sh 
vs 
el 
— 
le 
ce 


ce 
se 
if 


SMALL BUSINESS PROCUREMENT PROGRAM 169 


is continually striving to eliminate sole-source procurement, and this 
effort is paying off. For example, we procured the first and second 
roduction quantities of the AN-843/A1C amplifier from the large- 
Rosinens developer of the item. By the time we were ready to pro- 
cure the third production quantity we had specifications and drawings 
sufficient to enable us to procure competitively. 

A small-business firm was awarded a portion of the requirement 
under the set-aside procedure. In another instance we awarded the 
first and second production quantities of the ARN-31 landing aid to 
a large-business developer. 

Procurement of the third production quantity was made by ad- 
vertising procedures. A small business won the award for the entire 
quantity. The elimination of sole-source procurement requires con- 
stant review and constant effort to bring about conditions where com- 
petition is feasible. , 

Machinery for this review is well established and working as the 
Air Force has no desire to be placed in a position, if it is at all avoid- 
able, whereby it cannot procure competitively. 

I would like to comment on what is generally referred to as single- 
service procurement. This is the method whereby one procuring 
agency purchases supplies required by another department or agency. 
Under this system, the Air Force procures for other military depart- 
ments, airport fire-fighting equipment, rescue and safety equipment, 
airport lighting fixtures, and photographic equipment and supplies. 

Other services, either the Army, the Navy, or General Services 
Administration, procure for the Air Force such commodities as food, 
clothing, lumber, quarters furniture, and generally the types of items 
which are furnished by industries predominantly small business. 

During fiscal year 1956, there was a total of $945,504,000 procured in 
this fashion by the other services for the Air Force. Through March 
31 of 1957, there was $1,043,923,000 so procured. This has a tendency 
to reduce the apparent participation of small concerns in Air Force 
procurement. 

Nevertheless, I believe the channeling of our general support re- 
quirements to other activities for procurement has no deterimental 
result on small business because the procuring activity purchasing 
their commodities for us operates under the same laws, general poli- 
cies, and small-business policies that govern Air Force procurement. 

The committee has indicated that it desires assurance that any 
small-business concerns that may need progress payments are given 
adequate consideration. As a general policy, progress payments not 
to exceed 75 percent of the total cost or 90 percent of direct labor and 
materials incurred in connection wilth production items of a long 
lead time (approximately 6 months or more) are authorized to re- 
sponsible companies as a matter of course. This is true as applied 
to small business regardless of how small the dollar value of the 
contract may be. 

In most instances contracts which involve the production of an 
item with a short lead time will provide for progress payments only 
when the contractor, either large or small, demonstrates an actual 
need. When the need does exist, policy permits the authorization of 
progress payments up to 90 percent of total costs incurred. How- 
ever, as a matter of record, few, if any, progress payments in excess 
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of 75 percent of the total cost have been approved because 75 percent 
has been adequate in most cases. 

A company will be given the opportunity to request progress pay- 
ments if the contractor considers (1) that lead time will exceed 6 
months or (2) progress payments will be useful or necessary by 
reason of substantial predelivery costs that may have a material im- 
pact on a contractor’s working funds. 

If a company, whether large or small, requests progress payments 
under such circumstances, it will not be considered a handicap or 
adverse factor in the awarding of a contract and a progress-payment 
clause will be included in the contract at the time of award. The 
following statistics on progress payments may be of interest to the 
committee : 


(1) Number of contractors with outstanding progress payments______--~ 218 
(2) Number of small-business contractors with outstanding progress pay- 
Si ae eae ee i dt hn cal meamite 117 
(3) Small-business percentage of contractors with outstanding progress 
SIN A ha adhd lesa chad im bidet ech es ahha ake eden ae ae adeeb ee cibibem 54 


There is a considerable difference, of course, in the amount of prog- 
ress payments outstanding as between small business and large busi- 
ness. Outstanding progress payment with large-business concerns are 
approximaely $1,900 million while the outstanding progress payments 
with small business amount to something over $ $94 million. However, 
of all contractors with outstanding progress payments 54 percent 
of them are small-business concerns. 

I would like to discuss performance bonds, as I have been asked why 
they are ever required. In connection with public-works contracts 
exceeding $2,000, the Miller Act of 1935 requires each contractor to 
furnish performance and payment bonds in prescribed sums. This 
statutory requirement is the reason for the vast majority of bonds 
required in connection with Air Force contracts. During the period 
January through May 1957 approximately 4,500 contracts requiring 
such bonds were reviewed and approved by the staff judge advocate 
at Headquarters Air Materiel Command for the entire Air Force. 
However, the act of April 10, 1878, 20th United States Statutes at 
Large, page 36, title 5, United States ( ode, section 218, authorized the 
Secretary of War to exercise discretion in requiring bid and perform- 
ance bonds in supply and service contracts. This discretionary au- 
thority was vested in the Secretary of the Air Force in 1947. During 
the period January through May 1957 such discretionary authority 

yas exercised in only 22 contracts for the entire Air Force. Since in 
a year we handle about a million contractual actions now, this is a very 
insignificant figure. 

This is indicative in itself that the discretionary authority is seldom 
used. Actionable defaults are relatively rare, and therefore perform- 
oe bonds generally are not too essential on supply and service con- 

‘acts. During this fiscal year only 60 actionable defaults have been 
lad to the point of termination. Generally, the Air Force relies 
upon its facility capability report, which is a preaward survey made of 
a proposed contractor’s capability to perform. If the facility capa- 
bility report is satisfactory, we prefer to take the calculated risk of 
the contract having to be defaulted, rather than requiring bond. 

These specific topics on which the committee has requested me to 
comment are concerned primarily with small-business concerns as 
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prime contractors to the Air Force. However, there is a large amount 
of work available as subcontracting under our larger prime contrac- 
tors. Recent reports disclose that small-business concerns are receiving 
several times more dollars in subcontracting than we are able to aw: ard 
them in prime contracts. 

The Department of Defense recently published a consolidated re- 
port on sube ontracting activity covering the first 6 months of fiscal 
year 1957. Three specific phases of these reports are of particular 
interest to me, and I would like to relate to you what the reports from 
Air Force contractors have disclosed. 

First, large contractors reporting to the Air Force were paid $3,783 
million on military contracts during the 6-month period, These same 
contractors paid to other concerns $2,129 million for subcontracting 
during this period, 40 percent of w hich was paid directly to small- 
business concerns. This 40 percent that was paid directly to small- 
business concerns amounted to $846 million, so that small business’ 
share of what was paid to these large concerns was 22.4 percent. 

Second, the combined report of 11 of these large reporting prime 
contractors—each 1 of the 11 a weapons-system contractor— received 
from military agencies and other business concerns during the 6- 
month reporting ‘period $2,062 million. During the same period they 
paid out to subcontractors and vendors $1,041 million. Of this 
amount, $450,755,000 was paid to small- business concerns. Now you 
will recall I have said that the overall report showed the small- 
business share to be 22.4 percent. By isolating the reports of the 
weapons-system contractors only, we find a comparable figure of 21.9 
percent. 

Third, I have been vitally interested in another phase of this sub- 
contracting program because of the rapidly growing importance of 
missiles. General Funk, my Deputy for Ballistic Missiles, has, at 
my request, recently conducted a series of management conferences 
with prime contractors in the ballistic-missiles field. These confer- 
ences emphasized the important part that small-business concerns will 
play in meeting our increasing delivery schedules. General Funk 
has furnished me with some interesting information concerning small- 
business participation in the ballistic-missiles program. The prime 
contractor of 1 intercontinental ballistic missile is spending 62 per- 
cent of contract dollars outside the prime contractor’s plant. He 
reports half of this amount is placed with small-business firms. An- 
other prime contractor on rocket engines spends 60 percent of contract 
dollars outside his plant and he reports he is spending 70 percent 
of this amount with small-business concerns. 

I would like to point out that the major effort in the urgent ballistic- 
missile program has been directed toward development. However, 
we are approaching the time when substantial quantities of hardware 
will become involved. From the records furnished to me by these 
prime contractors, it would seem that small-business concerns are in 
a good position to participate to a healthy extent in the missile pro- 
gram as it develops. 

There is a particular area of procurement in which small business 
should and does assume a major role. I am speaking now of com- 
mercial off-the-shelf items of supply and of service requirements 
procured by Air Force bases to meet their own requirements. It 
has been the policy of the Air Force to decentralize commercially 
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available items to the maximum extent possible since local procure- 
ment in many cases is more economical and efficient. This poliey 
capitalizes on the vast commercial distribution system of America, 
It avoids the costs of central procurement, stockage, inventory man- 
agement, packing, and shipping. 

The Air Force has taken the lead in this program, and local pur- 
chase expenditures by Air Force bases have increased from $303 mil- 
lion in fiscal year 1951 to $765 million in the first 10 months of fiscal 
year 1957. 

It can be seen that this program lends itself to procurement from 
local merchants, dealers, and manufacturers in close proximity to 
Air Force bases and results in a very wide distribution of the local 
purchase dollar. This area of procurement offers maximum oppor- 
tunities to small business and we intend to increase this method of 
procurement. 

As a matter of interest to the committee, we have several hundred 
thousand items that are now on the local purchase program that are 
the kind of things that are in the commercial markets. 

A vigorous public-relations program is in effect and is designed to 
acquaint local business firms with the Air Force local purchase a 
gram and the effect it has on the local community. Additionally a 
motion picture entitled “Base Procurement” is being developed for 
public showing to further acquaint local firms with local purchase 
procedures with respect to competitive solicitation and placement on 
Air Force bidders’ lists. 

To this point I have given you facts and figures as to what we have 
been doing to increase the opportunities for small-business concerns. 
Notwithstanding what we have done to date in our striving to further 
increase the small-business potential in the prime contract area, we 
have recently recommended some new basic policies directed to making 
small-business set-asides the rule rather than the exception. Accord- 
ingly, the following proposed new policies have been recommended to 
Headquarters USAF for implementation in the near future. 

Mandatory use by Air Materiel Command of synopsizing advance 
notification of procurement: Synopsis of proposed procurements will 
be accomplished by advance notification immediately upon determina- 
tion to synopsize. This advance notification synopsizing will in all 
cases be accomplished as far in advance of issuing RFP’s and IF'B’s as 
is possible. The cover sheet of the request for proposal or invitation 
for bid will carry the following statement: 

Advance notification of this procurement was published in the Department of 
Commerce Synopsis of United States Government Proposed Procurement, Sales, 
and Contract Awards. 

Procurements for local purchase items: Local purchase items, for 
which there are known to be two or more small-business sources from 
whom fair and reasonable prices may be expected, will be considered as 
set-aside totally for competition among small-business concerns exclu- 
sively. Joint set-asides are not required, but procurements will be 
accomplished in exactly the same manner as if an individual determi- 
nation had been made. Deviations from this policy may be approved 
in specific cases by the chief of the contracting office or his designee, 
provided the designee is not the contracting officer involved in the 
procurement. 
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Central procurement: Every procurement should be set aside either 
totally or partially for competition solely among small-business con- 
cerns when previous procurement records indic ate that thr ee or more 
small-business concerns submitted responsive bids on a previous pro- 
curement that are considered fair and reasonable. 

In addition to the foregoing, we propose that the small-business 
office at Headquarters Air Materiel Command enter into a joint pro- 
gram with the Smal] Business Administration office located at Head- 
quarters Air Materiel Command to discover the actual reasons for 
small-business concerns’ failure to bid on procurements where they 
were furnished bid sets. 

If you recall, the responses we got or lack of responses, makes you 
really wonder what is back of it, because they all have this informa- 
tion. The program will involve inter views with the buyers, following 
which the small-business specialists in air procurement districts and 
the Small Business Administration regional officers will contact the 
small-business concerns which had been solicited to ascertain w hy they 
did not bid. The program will be conducted at Headquarters Air 
Materiel Command and all air materiel areas and Air Force depots. 

The purpose of the program would be to remove the causes for 
their failure to bid, if possible, before the next procurement of the 
same or similar item. 

Some of these proposals, Mr. Chairman, we concede might be dif- 
ficult to carry out, but we think they are worth trying and we have 
so recommended to headquarters. 

Thank you. 

Senator Bratz. Thank you very much, General Rawlings, for a 
very full and complete statement. I have no questions. 

Mr. Weavock. Mr. Chairman, I have a question about the set-aside 
program as it has been conducted in the Air Force up to this time. 
Last year Mr. Johnson said that they were very pleased and happy 
with the unilateral program that the Air Force had developed, and 
he said that perhaps this year we might have some statistics on the 
percent that had been set aside under both the joint determinations 
program and the unilateral program. 

Do you have those, Mr. Johnson.*® 

Mr. Jounson. Mr. Weadock, you may not recall it, but at that time 
last year I pointed out that we were rohibited by regulations from 
reporting separately unilateral set- nailed. That condition still exists. 
I could not tell you how many of the set-asides that we have had 

may have been unilaterally made, because we are not allowed to report 
them that way. 

Mr. Weapock. Do you have statistics on the joint determination 
set-asides ? 

Mr. Jounson. No, sir; we only have the combined set-asides. By 
agreement with the SBA, we do not report the two separately. 

Mr. Weapock. You do not break them out separately ? 

Mr. Jounson. No, sir. 

Mr. Weavock. What was your combined figure then? 


“Maurice Johnson, executive for small business, Air Materiel Command, Wright- 
Patterson Air Force Base, Ohio. 
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Mr. Jounson. For the first 7 months of this year I believe it was 
1,024 set-asides.* 

Mr. Weapock. What was the percentage, Mr. Johnson? That is 
the figure I am trying to determine. 

Mr. Jounson. Of the total procurements ? 

Mr. Weapock. Yes. The Army told us they had set aside some- 
think like 10 percent of their total dollars. I was just wondering what 
this percentage would be for the Air Force. Secretary McGuire 
told us it was about 3 percent of the total for all services. I would 
just like to single out, if we could, the Air Force percentage. 

Mr. Jounson. During that same period of time, that 1s, the first 
7 months of this fiscal year, there were approximately eight-thou- 
sand-one-hundred-some-odd procurements, individual procurements, 
screened by our small-business specialists and the Small Business 
Administration representatives. Of that number, 957, I believe the 
figure was, have been actually set aside. That would be around 12 
percent, I believe. 

Mr. Weapock. You are referring to actions? 

Mr. Jonnson. Yes, sir. 

Mr. Weapock. What we had reference to, and in keeping with the 
statistics we have obtained from the Army heretofore, is a percent of 
the dollars. 

General Rawuiines. May I comment? This is one of the great prob- 
lems we have that when you take the great magnitude of ‘the dollars 
involved in the big, expensive equipment that is not subject to set- 
aside—I am talking about things like the B-52 and the Atlas—that 
take such a big chunk of dollars, as I pointed out here, that what is 
left, particularly on the kind of items that lend themselves so well 
to small business, are procured for us by the other services, primarily 
the Army—food, clothing. 

Mr. Weapock. Housekeeping items? 

General Rawuiines. Housekeeping-type of items in GSA. In our 
local purchase programs, we have got such a small residue as a per- 
centage of dollars, the figures are alw ays going to look horrible be- 

‘ause you cannot help it in this situation. So I think what we have 
to do is to see what happens to that figure, to keep following it and 
to see that we are taking the maximum advantage that we can of 
everything that should be set aside; and that is exactly what we 
intend to do. 

Mr. Weapock. General, the purpose of trying to determine this is 
not the relationship of your percentage to, say, 100 percent, but it is 
to get a measuring stick on a year-by-year basis, which is what we 
have done with the Department of Defense and the Army. 

Now, the committee feels that there are probably two main areas 
where perhaps improvement can be made, not necessarily in the Air 
Force alone, but, let us say, in all of the military services. One of 
these you certainly have reason to understand is the concern we have 
over specifications and drawings and things of that nature whereby 
a small-business man can know exactly what you want and can get 
copies of it and perhaps make a sensible bid. Under certain cireum- 
stances as they exist now, this is difficult for many of them to do. 


“Mr. Johnson subsequently corrected his statement to read “For the first 10 months.” 
(See p. 175.) 
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Additionally, we feel there is room for expansion in this area of 
set-asides. The Department of Defense annually furnishes us a 
report, and they show why small business did not get a bid. Part 
of it is, as you ‘pointed out, that you have such poor responses, and 
you were going to make a survey of that, and I think it will be very 
helpful. But there are many instances where small businesses did in 
fact bid, but their bid was not sufficiently low to obtain the contract. 
So we felt that perhaps if, in the set-aside program, if maybe 50 
percent partial set-asides were made on a number of these items, it 
would be helpful. The Government would not suffer because the 
small-business man would have to match the price on the first go- 
around. 

What we are left with here are the two principal areas where we 
think perhaps improvement can be made. We are only interested 
in helping small business. The mechanics of the thing are something 
that would have to be administered internally within the services. 
We cannot get into that, but we would like to be kept informed of 
what is happening, and actually this is why the statistics are helpful 
tous. Weare well aware, of course, that there is a lot of improvement 
that could be made in the statistical reporting system, and we under- 
stand the hardship it presents to you, partic wlarly in the Air Force. 
But the whole purpose is as a measuring device, and the ultimate 
goal, of course, is to increase these percentages, which are the only 
thing we actually have as a yardstick. U ntil you devise something 
new and better, we are just going to have to stick with that. 

General Raw.rnos. I cert: Fainly agree with you. The only point of 
my comment was th: at I think the percentage will always remain low. 
We ought to get it higher, and this is what we are striv ing to do, but 
I say because of this fundamental problem it is going to be rel: atively 
lower than the other services. I do not think we can help it, and I 
just wanted to explain the background of it. 

Mr. Wreapvock. We are well aware of that; at any given time your 
percentage is not going to look too healthy because ‘of these things 
without the potenti: il. Nevertheless, so see if we have a trend here, to 
find out where we are going, so see what happens as a result of these 
very positive programs that you intend to initiate, which I am sure 
will be most helpful, then it would be of assistance to know this year 
what it was when you put your programs in. Next year has it done 
any good? I think this is something that you will want to know 
yourself to see how effective your program has been. Consequently, 
[am sure that Mr. Johnson has this figure. If you do not have it now, 
you can give it to us later. 

Mr. Jounson. I have the figures you asked for, Mr. Weadock. May 
I make a correction. The figures I gave you were for the first 10 
months rather than the first 7 months of this fiscal year. The dollar 
amount of the procurement screened by our people in the Small Busi- 
ness Administration combined amounted to $6,156 million. The total 
amount of the set-asides amounted to $106,963,000. That is approxi- 
mately 2 percent, as I stated before. 

Mr. Suarpr. I might say here that it seems to me the important thing 
that we have to do, rather than worry about our percentage too much, 
is to get more dollars out to small business. That is what they are 
interested in. If we can devise means of getting more dollars into 
the hands of small business, this is really the crux of the situation. 
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The statistics otherwise can be confused by so many variables. If we 
increase the proportion of the dollars that we put out in the items, 
such as ballistic missiles and that sort of thing, it distorts the picture 
from one year to another; but the total dollars that we spend is the 
real thing that helps small business. And if we continually increase 
that, I think that that is a pretty good measuring stick. We are work- 
ing hard at it, but the percentages are sometimes a little deceiving. 

Senator Bratz. Thank you, General Rawlings. 

The suggestion has been made—and I think you touch on it in your 
statement, General Rawlings—regarding the fact that you are at- 
tempting this public-relations program. I take it that you mean the 

rogram described earlier where you work through the American 

ankers Association ? 

General Raw.tnes. This is added. 

Senator Brstz. The American Bankers’ program is in addition ¢ 

General Rawuirnes. That is an additional program. This is not the 
same thing. 

Senator Brste. You were not referring to the same thing? 

General Rawiines. We were talking about an educational program 
for the small industries and suppliers around our bases. Take Colum- 
bus, Ohio, for example. We have Lockbourne Air Force Base there, 
which is a big SAC base with a lot of activity. There are many of 
these supply items they can buy around that area, and not enough of 
these people are familiar with it, and this is that type of educational 
program. 

Senator Brste. Over and above that, you have the program sug- 
gested by the Secretary ? 

General Rawiinas. Yes, sir. 

Senator Brete. As coordinated with the American Bankers Asso- 
ciation ¢ 

General Rawurnes. Yes, sir. 

Senator Brste. My question probably should be directed to the Sec- 
retary. I was wondering if in that connection you could coordinate 
the bankers’ approach with the small-business people, or are you 
working a little at cross purposes there—the Small Business Admin- 
istration, I should say. 

Mr. Suarp. As I say, we have not worked out the exact details, but 
Iam sure we are cooperating with the Small Business Administration. 

Senator Brats. I think that would be highly helpful. 

Mr. Suarp. Certainly. 

Senator Brste. There is no need in both of you going in opposite 
directions. 

Mr. Swarr. I am sure we will. I do not know to what extent we 
have coordinated with them yet. 

Mr. Weppe...* We were just trying to find out if the attitude of 
the American Bankers Association would be favorable; and we were 
assured yesterday afternoon that it was. We are ready now to sit 
down with them, and with the Army and the Navy and the Small 
Business Administration, and try to get into the mechanics of it. 

Senator Brae. I believe you have fully answered my question. I 
think that possibly I did not understand the Secretary on that point. 





# Kennard Weddell, adviser on small business, Department of the Air Force. 
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I would certainly think you would take in SBA in working out this 
program, because there is no need for both of you going into the com- 
munities so as to attract small business and working at cross-purposes. 

General Sessums, I think we will be able to finish with you this 
morning. The Chair is going to recess at 12:30, and I think you can 
complete your presentation by that time, so please just lead off with 
your statement. 


STATEMENT OF GEN. J. W. SESSUMS, JR., VICE COMMANDER, AIR 
RESEARCH AND DEVELOPMENT COMMAND, DEPARTMENT OF 
THE AIR FORCE 


General Sressums. Mr. Chairman, I welcome the opportunity to re- 
spond to your request to tell you about the small-business program 
which is being implemented in the Air Research and Development 
Command. I will also cover other items which you indicated are of 
interest to your committee, particularly those which apply to research 
and development. 

We are interested in establishing and in implementing sound poli- 
cies to develop capable research and development sources and to af- 
firmatively assist small business to the degree consistent with the mis- 
sion of ARDC. I am certain that you realize that in order to per- 
form the research and development mission for the Air Force, our 
first consideration must be obtaining the best scientific skill and cre- 
ative abilities we can find. 

With this positive approach, ARDC has, since its establishment as 
a separate major Air Force command in 1951, always fostered and in- 
vited the scientific community, which, of course, includes technically 
competent small concerns, to submit proposals in areas of probable 
or known Air Force fields of interest and/or requirements. In an 
area that cannot at this time be accurately reported, large prime con- 
tractors have been subcontracting to an appreciable extent with small 
research and development contractors. 

We have established the ARDC Small Business Guidance Council 
which functions as a coordinating body and assists the Director of 
Procurement in developing the ARDC small-business program in 
accordance with Air Force policy, and this Council reviews the effec- 
tiveness of the program within ARDC. 

We have appointed an executive for small business and designated 
small-business specialists are functioning at each of the ARDC pro- 
curement activities and in designated Air Force development field 
offices. The ARDC small-business program, which has been imple- 
mented in the procurement activities, is contained in the ARDC Sup- 
plement 80 to the Air Force procurement instructions. 

At each of the ARDC procurement activities the small-business 
specialist and the contract specialist or buyer review each procure- 
ment request to determine whether the source files contain known 
small-business sources which can be given an opportunity to submit a 
proposal. A concentrated effort is exerted by the contract specialist, 
the small-business specialist, and the source specialist, working as a 
team, to insure that adequate consideration has been given to small- 
business interests and, through this medium, a determination is made 
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as to the names of technically qualified concerns that can be added to 
the proposed list for solicitation. 

These additions include the names of concerns which may be sub- 
mitted by the Small Business Administration. A small-business co- 
ordination sheet is being accomplished by the small-business specialist 
reflecting agreements reached between the small-business specialist and 
the contract specialist. The small-business specialist must be satisfied 
that proper consideration has been given to small business in the 
handling of a procurement. 

In the case of a disagreement between the contract specialist and the 
small-business speci ialist, the case is referred to the Director of Pro- 
curement for final determination. 

Additionally, the small-business specialist reviews each individual 
procurement action and advises the contract specialist when it appears 
that the small-business information contained thereon is incorrect. 
The contract specialist and the small-business specialist untilize the 
services of the small-business specialists assigned to designated devel- 
opment field offices to the maximum extent in developing and selecting 
potential small-business sources. 

At the designated development field offices, the small-business spe- 
cialist conducts a program within the geographical areas of the office 
to locate small-business sources and will assist the center small-busi- 
ness specialist to fulfill his source file requirements. 

The small-business specialist at each ARDC procurement activity 
submits a monthly activity report to Headquarters ARDC. ARDC is 
cooperating with the Small Business Administration in accordance 
with mutually standardized procedure. Small Business Administra- 
tion representatives have been assigned to the various ARDC centers 
and are reviewing procurements for small-business consideration in- 
cluding the review of each procurement on a case-by-case basis for set- 
aside consideration. 

In conducting research and development, we deal mainly with the 
scientific skills and creative abilities of an individual or individuals. 
As indicated previously, quality and the best technical competence 
must be our first consideration. 

ARDC does not have a bidders’ list as such similar to that used by 
the Air Materiel Command where they are in the main contracting 
with suppliers of material. It must be recognized that proposals are 
in themselves an engineering or scientific work usu: ally representing 
from 5 to 20 percent ‘of the w ork which will be unde rtaken by contract. 
The ARDC policy therefore is to carefully screen sources in order to 
avoid needless expenditure by prospective contractors. This is par- 
ticularly important where small-business sources are venturing widely 
afield of their normal line of endeavor. 

Research and development sources are initially recommended at the 
laboratory level and placed on the purchase request. The purchase 
request is then sent to the Office, Director of Procurement, where the 
contract specialist and the small-business specialist add to the pro- 
curement request known technically qualified sources for solicitation 
of a proposal. 

I think that at the outset it is important to make it clear that while 
the words “research and development” are almost always used to- 
gether, there is a vast difference in what we mean when we use the 
word “research” and when we say “development.” 
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Research is aimed at unlocking the results of nature to obtain new 
fundamental knowledge. In the Air Force, basic or exploratory 
research is planned and conducted so that it has defense-related objec- 
tives. At a later stage in the research spectrum, research is aimed at 
the solution of immediate specific development or military problems, 
and this is known as applied research. 

An example of research that has progressed through this spectrum 
is the discovery of boron hydride, a highly toxic explosive compound 
which for years remained only a laboratory curiosity. Through con- 
tinued basic research, additional facts were learned about boron 
hydride, so that eventually applied research could be undertaken 
almed at the development of additional hydride compounds which 
show great promise as high-energy fuels. 

Concerning development, there is the early stage where it is a case 
of “cut and try.” There may be 10 like items in an early develop- 
ment stage with each one having a different characteristic. None of the 
10 may ever go into full-scale production and ultimately into the Air 
Force inventory. They might be developed for evaluation test 
purposes. 

The other stage is that of major development which is so closely 
allied with production that one is barely able to discern where develop- 
ment stops and production begins. 

It is the exception when a firm specification 1 is available to support 
research and development procurement. This is to be expected. In 
research and development we attempt to buy answers to questions. If 
we had a good, firm specification, we would not need the research and 
development. The result of research and development is the basis on 
which we prepare our specifications. 

For this reason, the basic procurement data essential to research 
and development contracting is a well-prepared and thoroughly pre- 
sented statement of work, which is simply our best effort to state the 
question to which we require an answer. During negotiations with 
industry, this statement is expanded as fully as possible to establish a 
basis for the meeting of minds required to undertake the task. 

“Deviations” at this point are welcomed. We do not propose to 
limit our industrial team’s efforts to the level of our preliminary 
engineering. If a bidder can show us how a deviation will redound 
to the benefit of the USAF, we are only too happy to have the 
improvement. 

Production procurements are a different matter. We are faced 
with the problem of providing suitable specifications for a number of 
fundamentally different purposes, as follows: 

We define the qualities and characteristics of the materials and 
processes which will be used widely, such as wire, sheet, rod stock, 
and plating processes. 

It is our policy to work closely with industry in the continuous 
development of these specifications. Obviously, standardization of 
materials and processes by military specification results in consider- 
ably lowered costs and higher quality. It is our policy to deviate 
from such specifications only for the most compelling reasons. All 
the advantages of standard manufacture, standard application, and 
standard repair and maintenance procedures are lost when these speci- 
fications are deviated from appreciably. 
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A minor saving on one contract as a result of a deviation may well 
result in major costs in adapting equipment, instructions, inspection 
processes, and personnel to use a nonstandard material or process, 
In ‘addition, we build up vast experience with these standards, and 
know what the materials and processes are capable of in the field. 
Even minor changes may have large and catastrophic effects. 

Building-block specifications define the thousands of hardware items 
in common use throughout USAF equipment. Examples are aircraft 
bolts, lock nuts, capacitors, resistors, snaps, rivets, and fasteners. 
These are so commonly applied, and in such quantity, that the ben- 
efits of mass production, interchangeability, supply stockage, and 
availability require close specification coverage. 

We work closely with industry in developing such specifications. 
We allow deviations only when function and interchangeability are 
not affected, and some benefit—usually reduced costs—can be found 
for the Government. The control we exercise, however, is not as 
tight as it is on material and process specifications. 

Standard item specifications are such items as pumps, generators, 
radio sets, aircraft instruments, and tires. They are used in many 
weapons. It is our policy to generate and maintain specifications on 
these items whenever their relation to the design of a weapon is not 
so intimate as to require them to be “tailored” to it. 

Because the same standard item may often be made by several 
firms, with differing equipment, skills, and techniques, we cannot be 
as rigid in disallowing deviations. We primarily try to obtain inter- 
changeability in form, fit, and function of the items with those al- 
ready on hand. The internal parts of such items may, and often do, 
differ considerably from those previously procured, simply because 
no two manufacturers are equipped or staffed to build “Chinese cop- 
ies” of the same article without prohibitive tooling, equipping, and 
personnel retraining costs. 

Design criteria and application specifications are documents that 
control the general configuration of the parts of a weapon. An ex- 
ample is a specification defining the desired design of the hydraulic 
system of an aircraft. Features which experience has taught us are 
dangerous are not allowed. Features which enhance reliability, in- 
vulnerability, and standard maintenance practices are required. 

As a weapon becomes more complex, however, we have found that 
there must be a continuous give-and-take between the USAF and its 
contractors in such specifications. We often deviate from the “per- 
fect” hydraulic system to prevent an unsupportable compromise in 
performance from being imposed upon the weapon. Deviations in 
this area are a matter of negotiation, judgment, and compromise. 

The peculiar or specific end-item specifications I have left until last 
because they are the most difficult problem of all. An example is the 
specification for a bombing-navigation subsystem for a strategic bom- 
bardment weapon. At the time we prepare the specification for this 
item, we know that it will take as long to develop this bombing-navi- 
gation system as it will to develop the airframe, the engine, and other 
long-lead-time items—perhaps longer. As the design of the weapon 
takes shape, thousands of changes in approach, configuration, and 
application are necessarily imposed on the component subsystems. 
The bombing-navigation subsystem specification, during this process, 
will change most considerably from the specification we originally 
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oe. These deviations are essential to the one prime reason 
ehind our firm belief that we need to integrate all elements of the 
system to perform well together. Dev iations during development are 
essential. 

In production, however, this same situation continues. A weapon 

‘an never really be tested until it is completely assembled and used in 
its operational environment. Many flaws in the system and its sub- 
systems then appear. Opportunities to markedly improve the per- 
formance of the weapon also will appear. Normally, these deviations 
to the first-item production specification are phased into production 
weapons as rapidly as possible. But because of the inordinate com- 
plexity of the items, the number of firms and suppliers involved, and 
the long-lead time of these items, we may not really have a firm, final 
specification until about the time the last. article rolls off the pro- 
duction line. Our policy then, is to control these specific end items, 
such as the bombing-navig: ation system, by specification, but to rec- 
ognize that deviation and change is essential. We allow deviations 
whenev er test data proves that such changes are necessary to obtain 
satisfactory performance of the weapon, or whenever the performance 
of a weapon can be markedly improved by granting them. 

I can summarize our policy by saying that: First, we use specifica- 
tions to control configuration of production items to the maximum 
our resources and ¢ apabilities permit. 

Second, we deviate from these specifications to the minimum degree 
required by the nature of the item, its application to a weapon, and 
the field environment in which it will be used. 

ARDC uses sole-source procurement in some instances where unso- 
licited proposals are submitted mainly in the areas of basic and applied 
research. It is the policy of ARDC for the most part to use sole 
source in cases where we are buying the technical competence and 
scientific skills of an individual or individuals whose ideas are con- 
sidered unique and in the area of Air Force interest. The largest per- 
centage of these contracts are written with noncompetitive educa- 
tional institutions. Sole-source awards must be determined on a case- 
by-case basis. In other words, each contract stands alone. We are 
all acquainted with the use of qualification-test requirements in mili- 
tary procurement, and we recognize the advantage of using the quali- 
fied products list (QPL) procedure. The Air Force has taken posi- 
tive measures to put it into use whenever well justified and, conversely, 
to use other procedures when use of QPL’s is not warranted. I wish 
to take this opportunity to explain the Air Force’s QPL program, and 
to present our views on the small-business aspects of the program. I 
will do this by answering four questions : 

Why does the Air Force need QPL’s? How do we use them? How 
does the Air Force manage its QPL program? What are the effects 
of QPL’s on small business ? 

As to the first question, the Air Force needs and uses QPL’s in pro- 
curement normally for one prime reason: to be assured of a quality 
product, capable of being delivered on time, before a contract: is 
awarded. 

In all Air Force contracts, items must be tested to assure that the 
Government is receiving the item for which it contracted. Even 
though the qualities required in a desired piece of equipment are 
thoroughly spelled out in the specification which describes it, and even 
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though the contractor has the best intentions to supply an item in the 
most strict compliance with the specification—it is sound business to 
examine and test a sample of this item to assure that it really meets 
the quality standards and the performance required. 

In most Air Force procurements, such testing is accomplished after 
award of the contract, but before full quantity production is author- 
ized. When accomplished at this time, this testing is known as first- 
article or preproduction testing. When the first-article test proce- 
dures are used, failure of an item to pass the required tests will hold up 
production until the difficulties have been overcome and a satisfactory 
item can be produced. 

In some instances, it may be necessary to terminate the contract for 
default, and to initiate a new procurement, repeating the entire cycle 
in an effort to obtain a suitable item. The QPL proc edure is different 
from that which we have described above in only one respect—the 
testing is accomplished before award of a contract. There are a num- 
ber of distinct situations which dictate that such a procedure be used. 

The first of these conditions involves items which are commonly 
used, and for which the Air Force cannot afford the risk of delays in 
operational readiness resulting from possible failure on the part of 
the contractor to build, test, and deliver items suitable for the purpose 
intended on time. 

Our experience has proven that with certain critical items, such 
as flight instruments and certain equipment affecting safety of flight 
or of personnel, the QPL procedure is the only re: ssonable assurance 
of timely delivery of a quality product. 

I will now answer the second question : How does the Air Force use 
the QPL system? Requirements for new and different items are 
established as a result of changes in the needs of our using commands 
and through advancements in technological know-how. Specifica- 
tions are prepared for the new item by the Air Research and Develop- 
ment Command or other Air Force commands. If assurance of a 
quality product is needed prior to award of contract for production 
quantities, or if any of the other conditions set forth in section 2-502 
of the armed services procurement regulations and implemented by 
the Air Force procurement instructions are present, and the required 
quality and performance cannot be assured in any other practicable 
way, a qualification test requirement may be incorporated in the 
specification. Before issue, the specification is reviewed by Air Ma- 
teriel Command and the Air Research and Development Command. 
Upon official release of the specification, Headquarters Air Materiel 
Command notifies all known manufacturers who have expressed an 
interest in providing to the Air Force the type of equipment described 
in the specification. 

All specifications approved for Air Force use are listed in a publica- 
tion known as the Index of Specifications and Related Publications 
[used by] United States Air Force. Copies of the index may be ob- 
tained by a manufacturer, on request, from Air Materiel Command. 
By referring to this index, any manufacturer can readily determine 
if the product that he desires to furnish is subject to precontract 
qualification tests, since this information is clearly identified. He 
may then obtain a copy of the actual specification from the appro- 
priate procuring agency. 
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The specification contains information as to the proper authorities 
to contact for detailed instructions on how to go about having the 
product approved by the Air Force for inclusion on the qualified 
products list. In applying for qualification of his product, the manu- 
facturer must certify in writing that he has determined from actual 
test that his product conforms to the applicable specification. If the 
manufacturer does not have facilities and personnel for conducting 
the necessary tests, he can obtain the services of a commercial testing 
laboratory or another manufacturer who is capable of performing the 
tests, or he may arrange with the Government—not necessarily the 
Department of Defense—to perform the tests in his behalf and at 
his expense. 

When the Government receives the certification and test data on 
tests which the manufacturer has performed, the Government accom- 
plishes the official qualifications. The Government exercises its pre- 
rogative of doing all or selected parts of the specified qualication test- 
ing on the samples submitted. If the manufacturer’s test data origi- 
nated in a commercial testing laboratory, the Government is naturally 
inclined to limit its review of the test report to assuring itself that the 
tests were properly made, and that they indicate full compliance with 
the testing provision of the specification. For the official qualification 
test run leading to QPL listings, the Government activity responsible 
for qualification has the following choices of action to determine if 
the product is qualified : 

(a) Physically performing the tests itself and writing an inter- 
nal test report thereon. 

(6) Obtaining the services of another Government activity to con- 
duct the tests and prepare the test report. 

(c) Contracting with a commercial testing laboratory to perform 
the qualification tests and to submit a certified test report thereon to 
the activity responsible for qualification. 

(d) Permitting the qualification tests to be performed by an in- 
terested prime contractor who plans to use the product in equipment 
he is supplying. 

Sometimes arrangements can be made for the official qualification- 
test run to be made by the applicant manufacturer with his own test 
facilities in the presence of a qualified Government engineer. This 
method of “in-plant qualification” does not, however, void the require- 
ment that the manufacturer will have determined from previous actual 
test that the product conforms to the requirements of the applicable 
specification. 

Upon satisfactory completion of the official qualification testing, the 
manufacturer’s name is added to the QPL for the applicable specifica- 
tion. If the manufacturer’s product is the first to be qualified, a 
QPL is established at this time. A QPL (qualified products list) is 
simply a list of products which have been qualified under the require- 
ments stated in the applicable specification, and which identifies the 
qualified product by manufacturers and/or Government designation, 
refers to test reports, and states the name of the manufacturer and lo- 
cation of the plant which produces the qualified product. 

Now, I would like to discuss the third question: How does the Air 
Force manage its QPL system? In our effort to provide a sound and 
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effective qualified products list system in the Air Force, a special com- 
plete review of the program was conducted during the second half 
of 1956 by Headquarters Air Materiel Command and the Air Research 
and Development Command. This was an endeavor to assure that a 
completely workable and enforcible system was in practice. 

Both the procurement and engineering aspects, as well as the indus- 
try aspect, were thoroughly considered. As a result, we have estab- 
lished a much closer mutual eee between procurement and 
engineering activities in the qualified products list program. This im- 
proved understanding resulted in a new regulation in each command 
which provides that only after the most careful reviews by both AMC 
and ARDC can a required item be subjected to qualified products 
list procedures, and that once a qualified products list is established 
for a given item, all procurements of the item will normally be made 
exclusively from sources listed on the QPL. 

Waiver of a QPL is not made except for the most compelling rea- 
sons, and then only with prior agreement between the Air Research 
and Development Command and the Air Materiel Command. In ad- 
dition, the regulations provide that both commands will individually 
and jointly undertake the necessary measures to aggressively stimu- 
late industry participation in the qualified products list program. 
In order to make every effort to qualify an appropriate number of 
sources, publicity information has been released to trade magazines, 
manufacturers’ associations, and to manufacturers in industries con- 
cerned with the items that are subject to the qualified products list 
procedures. 

The first publicity release of this type was made in May of this year, 
and it is planned that additional releases will be made on a continuing 
basis in the future. 

Now, the fourth question: What are the effects of the QPL system 
on small business? The Air Force believes that the qualified products 
list system is completely nondiscriminatory between large and small 
business, and in practice actually offers small business certain ad- 
vantages not otherwise possible. Through our publicity program in 
general, and individual notifications to applicable segments of indus- 
try concerning forecasted procurements, small firms are afforded an 
opportunity to build, test, and qualify their product prior to invitation 
for bid or request for proposal by the Air Force. Thus, small busi- 
ness, which as a rule tends toward greater flexibility of operation as 
compared to large business, has an equal or better opportunity than 
large business to compete in the first procurement of items called for 
in specifications containing qualification test requirements. Once on 
the QPL, small business again is in a favorable position to compete 
on the basis of price, delivery schedule, and other factors due to lower 
overhead and greater ability to respond to new or changed require- 
ments. Also, the QPL system provides small firms with a medium for 
obtaining Government business, with generally good likelihood of re- 
peat orders. 

In summary, I have described the Air Force qualified products list 
program, and have shown why we need QPL’s, how we use them, how 
we manage the QPL program, and what we consider to be the effect 


of QPL’s on small business. We believe that the qualified products | 


list system is a valuable tool to be used when needed, which with | 
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proper use and careful management, will assure the acquisition of | 
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roducts or requisite quality and performance on a timely basis. We 

eel, too, that with continuing efforts to inform industry on the 
features and provisions of the system, increased interest and partici- 

ation will be obtained from all segments of industry, and small 
bi isiness in par ticular. 

This, Mr. Chairman, concludes my formal statement. I was pleased 
to tell you about ARDC small-business policies and program pro- 
cedures. I fully recognize the great interest your committee has in 
this subject, and I readily appreciate what small business means to 
the defense of our Nation as well as to the economic structure of the 
United States. I believe that by working together and proceeding 
with care and understanding, we will find answers to the problems of 
small concerns. 

Senator Biste. Thank you very much, General Sessums. I do 
appreciate the statement you have made. I think the fine presenta- 
tions this morning have been helpful to the committee. I was par- 
ticularly impressed with what the Secretary said: 

That, in the final analysis, the success of the small-business program depends 
upon the attitudes of the various services themselves. If they are inclined to 
help small business, I think they can. 

I would take it, General Rawlings, that you are in complete sym- 
pathy with this program and that you feel that it is worth while? 

General Raw.ines. It certainly is. There is no question about it 
at all. 

Senator Brsie. And you feel, as far as the Air Force is concerned, 
that efforts should be made to do everything possible consistent with 
the best interests of the Government to assist small business in secur- 
ing more contracts, both direct and subcontracts / 

General Rawiines. I certainly do, Mr. Chairman. 

Senator Bist. I think, Mr. Secretary, you pointed up the problem 
we have here. It is a question of attitude, as I see it, and of sympi athy 
toward the small-business program. And I note, General Sessums, 
that you touch on that in the last paragraph of your statement, and 
that you feel the same way. I recognize some of the problems you 
have in your particular field. 

General Sessums. We are in the new-idea business, Mr. Chairman. 

Senator Bree. I realize that. 

General Sessums. We want the biggest spread surface that we can 
find. It is to our advantage to spread the search for new ideas among 
anybody and everybody. 

Senator Brete. Mr. Secretary, 1 very much appreciate your cour- 
tesy of being here this morning with General Rawlings, General 
Sessums, and the balance of your staff. We all have, in my humble 
opinion, a very mutual problem here in assisting a rather distressed 
segment of our industry. I know you are sympathetic; I know you 
are going to do what you can to make this program more effective, 

We have no further witnesses. We will stand in recess. 

Thank you, Mr. Secretary. 

(Whereupon, at 12: 40 p. m., the hearing was adjourned to reconvene 
on Thursday, July 11, 1957, at 10:15 a. m.) 
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SMALL BUSINESS PARTICIPATION IN GOVERNMENT 
PROCUREMENT—1957 


THURSDAY, JULY 11, 1957 


Unirep Srates SENATE, 
Sre_ecr CoMMITTEE ON SMALL BustIness, 
SUBCOMMITTEE ON GOVERNMENT PROCUREMENT, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 10:15 a. m., in room 
155, Senate Office Building, Senator George A. Smathers presiding. 

Present: Senator Smathers (presiding). 

Also present: Robert L. Weadock, William D. Amis, professional 
staff members, and Philip F. Jehle, counsel. 

Senator Smatuers. Gentlemen, this is a continuation of the annual 
public hearings conducted by the Subcommittee on Government Pro- 
curement, the Small Business Committee of the Senate, in reviewing 
the small-business programs being carried out by the various military 
services W thin the Department of Defense. 

Today we are pleased to have as our first witness, the Honorable 
Fred A. Raors, Assistant Secretary of the Navy for Material, who is 
accompanied by Vice Adm. E. W. Clexton, C hief of Naval Material, 
and Capt. N. W. Curtin, Chief of Navy Small Business. We also look 
forward to hearing from the Deputy and Assistant Chief of Naval 
Research, Capt. A. B. Metsger and from Maj. Gen. I. M. Bethel, 
Quartermaster General of the Marine C orps, and from the Chief of 
the Bureau of Aeronautics, Rear Adm. J. S. Russell. 

Mr. Secretary, first let me apologize for being a little bit late, and 
as I stated in a speech that I made the last time we had a meeting 
of the subcommittee, until somebody starts manufacturing more 
time, it seems we are always going to be a little ate. You know what 
is happening to you people, they are cutting down the personnel of the 
Military Establishment but they don’t cut down the number of con- 
stituents in Florida or in any of the other States. There are just 
96 Senators and the population i in my State has doubled in the short 
time I have been here, so it makes it pretty tough all the way around, 
but anyway, I hope you understand, Mr. Secretary, that we are sorry 


about it. 


Please go ahead, Mr. Secretary. 


STATEMENT OF HON. FRED A. BANTZ, ASSISTANT SECRETARY OF 
THE NAVY (MATERIAL) 


Mr. Banrz. Mr. Chairman, I have a very short statement here. 
Mine is more a matter of policy than going into detail of the operation, 
which will be handled by men much better equipped to do it than I am. 


187 








188 SMALL BUSINESS PROCUREMENT PROGRAM 


Mr. Chairman, I appreciate your invitation to appear before your 
committee and to testify on the Navy small-business pore Here 
with me are Vice Adm. E. W. Clexton, Chief of Naval Material, 
Capt. E. M. Fagan, Assistant Chief of Naval Material (Proc urement), 
Capt. N. W. Curtin, Chief, Office of Navy Small Business, and Mr, 
Merritt Steger, Deputy General Counsel for the Navy. They will be 
available to your committee for any J gerveeay which you may have on 
the Navy small-business program and after Captain Curtin has pre- 
sented to you the Navy small-business report. 

This is my first appearance before your committee since I assumed 
my present office. While I am new in Government work, I am not 
unfamiliar with the part played by small-business firms in the Nation’s 
economy. My background is in the field of retail merchandising. My 
company transac ted business with over 8 000 suppliers. Through the 
community of small business I have g: ained a good insight into the 
potential and problems of the small ‘suppliers. Since taking office 
I have learned a great deal about the small-business program and I 
can sincerely state that I believe in its principles and will participate 
in and support vigorously the Navy’s part of the Rrogr am. Indeed, 
in that regard, I have already conferred with Captain Curtin on 
many occasions and with the Navy Council of Small-Business Spe- 
cialists. 

It is my sincere belief that the Navy has an excellent small-business 
organization both on the policy level in the Office of Naval Material 

and on the implementing level in the technical bureaus and field pur- 
chasing activities. I have been impressed by the high caliber of per- 
sonnel who staff the Navy’s procurement and sm: all-business or gani- 

zations. It appears to me that the Navy is sincerely trying to increase 
the part played by small business in Navy procureme nt. I feel, how- 
ever, there is further room for increased effectiveness, hence we must 
continuously endeavor to improve our polici les, procedures, and per- 
formance in this program. Your committee’s suggestions on this mat- 
ter will be appreciated. 

The shift from conventional weapons to guided missiles, from pro- 
pellers to jets, from oil to atomic power . tends to funnel our contract 
dollars more toward large industries. During the fiscal year now 
ending the Navy has obligated approximately 75 percent of its pro- 
curement money in this order: Airframes and aircraft engines, ship 
construction and conversion; ordnance, missiles, and elec tronic equip- 
ments. The nature of these modern implements of war restricts their 
manufacture in most cases to the larger industries. 

The Navy’s program will continue to explore all areas where there 
are possibilities for additional participation by small business. More 
emphasis will be placed on subcontracting by large firms with small 
business, on research and development contr acting with smaller firms, 
and on a more dynamic and imaginative approach to this whole 
problem. 

Mr. Chairman, before I close, I would just like to say this. I worked 
quite a bit with Captain Curtin, and I don’t know a more dedicated 
or devoted man to his work in the service than Captain Curtin. I 
think small business is really very, very well represented by him. As 
a matter of fact, I think he has his family pretty well indoctrinated 
because they are here in the committee room—Mrs. Curtin, C aptain 
Curtin’s mother, and others of the family. 
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Unless you have some questions, I would like to have Captain Curtin 
speak. 

Senator Smaruers. Mr. Secretary, let me say this. First, we ap- 
preciate your statement. 

Secondly, with respect to Captain Curtin, we sort of feel like we 
raised him over here. He has been with us a number of times now, 
and I thoroughly share your statement, and the sentiment of your 
statement, that he is dedicated to this proposition of trying to help 
small business and that if we can get some of that dedication : and sen- 
timent which he feels, worked up the line into you people and the 
people directly under you, who have it within their power to make 
cong y, we won't have anything to worry about. It is not about Cap- 

tain Curtin that we worry. It is fellows like yourself, that we worry 
about, because you are the people who can make the decisions. Captain 
Curtin is not the man to make the final decision. He is the man who 
makes the presentation on behalf of small business. We want you 
to have that same spirit of dedication which he has. When we have 
that, we will have no concern at all about the programs. 

Mr. Bantz. May I say, sir, he is a good needler. 

Senator Smatuers. That is what we want him to be. We want him 
to help you in that respect. 

Let me ask you a few questions. These are policy questions and I 
think they will ultimately get to you, anyway, so we might as well 
at least set your mind to thinking about it. 

I noticed in the paper a while back where Secretary Douglas of 
the Air Force called his people in and stated that there was to be a 
reemphasis of the defense program on these, as you say, guided mis- 
siles and the more complicated weapons of war. This would lead 
anybody who is a reasonable person to the conclusion that we are 
going to have a greater and greater fight to give more of our Gov- 
ernment business to small business. 

He went on to say that there would be cutbacks in the regular air- 
frame business, and in the normal building of aircraft, I presume he 
iunplied. In other words, that was his statement. 

The question that we raised with them is, what sort of effort are 
they going to make to see that this new business, which they get, goes 
to small business; and in the matter of the cutbacks that we may have, 
we don’t want them to cut any more than proportionately from small 
business. 

Now, I gather from your statement here, where you say that the shift 
from conventional we: ipons to guided missiles, from propellers to jets, 
from oil to atomic power, tends to funnel our contract dollars more 
toward large industries, we sort of hope that is not a nice way of 
saying, “Goodbye small business,” and we do recognize that this trend 
ison. We want to get a statement from you to the effect that you will 
see that as they change from the conventional weapons to these more 
complicated weapons, , small business is not cut more than the propor- 
tionate share on both the prime contracts and the subcontracts. 

I am sure that you would agree that that is a fair statement for you 
to make, would you not‘ 

Mr. Bantz. Mr. Chairman, I think the answer is the performance, 
of course. And later on this morning, many of the witnesses here 
will talk about these small-business percentages of the Navy procure- 
ment dollars for the fiscal year just ended as compared to the previous 
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year. You no doubt know those figures. They compare very favor- 
ably. We have—I mean, all the men of the Office of the Naval Mate- 
rial and the Bureau Chiefs—have talked from time to time, and the 
one thing we are talking about more than ever before, I am quite sure, 
is the fact that it is so necessary that these prime contractors, such as 
ship and air, be very conscious of the fact that they must delegate 
as much as they possibly can to small business, and there are many 
things that have been done within the Department of the Navy to 
perpetuate and sponsor that. 

You will hear an awful lot of that this morning, and as far as I, 
myself, am concerned, I must repeat what I said in my statement. 
Having dealt with a company that dealt with so many small com- 
panies, I am perfectly cognizant of the problems. 

Senator SmarHers. You are also cognizant that in many instances, 
they can perform and produce materials which are as good, and can 
fit into the overall picture, the final development of the weapon, as 
well as big business 4 

Mr. Bantz. Yes, sir. 

Senator Smaruers. All right, sir. We thank you very much, Mr. 
Secretary. We appreciate having you here. Bob, do you have any 
questions ? 

Mr. Weapock. Yes, sir. Mr. Secretary, last year, your predecessor, 
Secretary Fogler, testified before this committee, at which time we 
extracted a promise from him relating to increasing set-asides for 
small business. It would appear that Secretary Fogler kept this 
promise, since, as I understand from some of your ene ry statis- 
tics, something like $50 million more small- business set-asides were 
made in the Navy this past year. I think perhaps one of the factors 
that contributed to that was the initiation of the set-aside program 
within the Military Petroleum Supply Agency, which is under your 
cognizance as Assistant Secretary of the Navy for material. 

I think Mr. Robert Wightman, who is here today, deserves a lot of 
credit for the establishment of that program and the fine manner in 
which it has been handled. 

Now, in the policy area that the chairman has referred to, the reason 
we pose this question to you, is that we did have a little difficulty, 

earlier in the year, about which you may have been informed, concern- 
ing the weighted average pricing formula, which problem Mr. Jack 
Irwin brought to the attention of this committee. Assistant Secr etary 
McGuire stated he would even have to discuss this problem with Secre- 
tary Wilson, in order to resolve it. 

Now, the other area, in addition to set-asides, to which the committee 
thinks perhaps some attention should be given, is the area of draw- 
ings and specifications, whereby more complete information concern- 
ing procurements can be furnished to small business. 

Now, I think it would probably be very helpful if we could extract 
from you a promise that a great deal of attention would be paid to 
this particular area, such as we obtained from Secretary Folger last 
year concerning set-asides. 

Mr. Bantz. I would be very happy to. I thoroughly agree and if 
you would like any further discussion of it, it will come up later as 
the various men testify. I thoroughly agree we will do more in that 
respect than we have. 

Mr. Weapock. Allright, sir. Fine, thank you. 
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Senator Smaruers. We like to get this from you because, being in 
or- the service ourselves somewhat—TI am a Reserve in the Marine Corps— 
te- I have to have some deference toward ae ‘al Bethel there. I prob- 
the ably won’t question him very hard at all. I don’t know when I may 
re, | have to go back in. Ser iously though, we understand that the chain 


example, that Captain Curtin will do a good job. We believe the 
fellows with whom they associate, they are going to do a good job; 
if they can get from you an expression of assurance that you want 
them to take care of small business insofar as is consistent with tr ying 
to build up the proper defense of the country, why then, we know 
that they will go ahead and continue to do their good job. 

Mr. Banrz. You are absolutely right. 

Senator Smatuers. All right, sir. Thank you very much, Mr. Sec- 
retary. Now, I know you are busy. If you have to leave, or if you 
want to leave, please feel free to go ahead. Time is of the essence, we 
all realize. 

Who are we going to hear from next ? 
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to 
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nt. 
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Ces, 
can 
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as of comm: and usually flows from the ‘top down, so we have the feeling 
ate | that if you will give us these assurances it will help. We know, for 
Mr. Vice Admiral Ciextron. I would like to add something to the set- 
ny aside program. In 1956, there were 2,400 set-asides, and we did a total 
business of about $179 million, in those set-asides. 
sor, In 1957, during the 11-month period, we had 3,800 or about 1,400 
we more set-asides for a total business of $ $215 million. 
for Now, in connection with the discussion brought up by counsel, the 
his fuel business amounted to 19 of those set-asides, valued at $25 million, 
tis- so it was a small part of our big program, but an important part, and 
‘ere that was not in the 1956 program inasmuch as we were not in the fuel 
ors SV stem. 
‘am, Mr. Werapock. In that connection I am sure, Admiral Clexton, that 
our you are familiar with this quarterly report we receive from the De- 
partment of Defense. Now they added, not too long ago, a chart 
t of which reflects the reason why sm: all business did not obtain a contract 
r in within its potential. 

Now, they have broken out the Military Petroleum Supply Agency 
son separately on that report and it depects that for 58.2 percent of the 
Ity, times that small business did not get the bid it was because their bid 
TN- was not low enough. Now that we have been through this exercise of 
ack the weighted average pricing formula, we have information from 
ary industry that small business can supply anywhere from 14 million to 
cre- 16 million barrels of this J P—4 jet fuel. 

Now, the current set-aside program at the Military Petroleum 
ttee Supply Agency, which we are particularly happy about—since it has 
aw- gotten off the ground and is in effect, and as you say, it has resulted in 
-rn- a $25 million contribution to the set-aside totals—you only set aside 

about 8 million barrels a year under that program out of, roughly, 80 
ract million, I think it is, that you do purchase annually. 
1 to Now, what we would like to do is to perhaps close that gap a little 
last bit and get the set-aside up to around 14 million or 15 million barrels 


which we have been told that small business could supply. Now this 

d if perhaps is the cleanest or simplest example that we can devise. I 

ras | mean, here is only one product and it has a tremendous amount of 

hat | funds tied up in it. We have a pretty good tab on the industry avail- 
| ability—what it amounts to, and we think this would be a wonderful 
j 
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opportunity to close that gap. Then you would not reflect in your 
report that 58 percent of the times that small business did not get 
an award was as a result of their bidding too low. They could come 
to within 120 percent of their initial bid and then with the weighted 
average or rather the new cutoff price, they could come in and get an 
award. 

Now, this is one area in the petroleum picture, the set-aside program, 
that we are very happy with. We think you got off to a splendid start. 
We don’t want to go hoggish about this, but there does exist this oppor- 
tunity where you could come up a little closer to what we do know that 
small business can supply. You would still have some 64 million 
barrels that would not be set aside. It would still be an appreciable 
percentage that would not be under the set-aside program. 

Vice Admiral Ciexron. We will try to close the gap. The speed 
with which we close it, of course, depends on our actual availability 
of fuel. 

Mr. Weapock. Surely. 

Vice Admiral Ciextron. You cannot immediately jump to the top 
level, because we might not get the fuel, and our job is to get the fuel 
at the places where we are told to get it. 

Mr. Weavock. We understand the geographical problems that 
you would have there, but it would be very helpful—I am sure the 
committee would appreciate all efforts in this general direction, not 
only, of course, in military petroleum but throughout all purchasing 
activities. 

Vice Admiral Ciexton. We certainly will do it. 

Senator SmarueErs. Thank you, Admiral. 

Captain, we are glad to have you with us. 


STATEMENT OF CAPT. N. W. CURTIN, SUPPLY CORPS, UNITED 
STATES NAVY, CHIEF, OFFICE OF NAVY SMALL BUSINESS, 
ASSISTANT CHIEF OF NAVAL MATERIAL FOR PROCUREMENT 


Captain Curtain. Mr. Chairman, I am Capt. Neale W. Curtain, 
Supply Corps, United States Navy, the Chief, Office of Navy Small 
Business. My office is located in the Procurement Division, Office of 
Naval Material and I am the small-business adviser to the Honorable 
Fred A. Bantz, Assistant Secretary of the Navy, to Vice Admiral Clex- 
ton, Chief of Naval Material, and to Captain Fagan, Assistant Chief 
of Naval Material for Procurement. 

With your permission, I would like to present to you a report on 
the operations of the Navy small-business program for fiscal year 
1957. 

A total of 86 Navy small-business specialists appointed within major 
Navy purchasing activities and a total of 55 industry cooperation 
representatives appointed within the Navy Material Inspection Serv- 
ice are implementing, in behalf of small business, the Navy small-busi- 
ness program policies and procedures. They aid small concerns to 
gain placement on the Navy’s bidders’ lists, to compete for Navy pro- 
curements, and to locate subcontracting opportunities with major 
Navy prime contractors. 

These members of the Navy small-business organization perform 
their assigned duties on a full and on a part-time basis. A Directory 
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of Navy Small Business Personnel dated April 1957 is submitted for 
the committee’s file. 

During the first 11 months of fiscal year 1957, the Navy has made 
contracts totaling $4,840,055,000 within the United States, for the 
ship program, aircraft program, ordnance program, electronic and 
communication equipment, transportation, construction, and the ma- 
terial, supplies and services required to support the operation of the 
United States fleet. Included in these procurement statistics, are 
those procurement dollars which are obligated for the purpose of re- 
search and development. 

Approximately 30.2 percent of these Navy procurement dollars 
were determined to be in the small-business potential. Through the 
small-business set-asides, formal advertisement, and contract negotia- 
tion, small-business firms received Navy prime contract awards valued 
at $943 million—almost $1 billion. This represents 19.5 percent of the 
Navy procurement dollars spent for this period, which compares 
favorably with last year’s record of 19.6 percent. 

Senator Smaruers. Let me interrupt you there. What was it the 
year before? What was the percentage of the Navy in 1955? What 

si the percentage in 1954¢ Do we have a trend being indicated ? 

Captain Curtin. I think Mr. Questal can answer that. 

Mr. Questa. I believe it was 21 percent. 

In 1955, small business received 19.1 percent. 

Senator Smaruers. In 1955? 

Mr. QuestraL. That is right. 

Senator Smaruers. How about 1954? 

Mr. Questa. In 1954, they received 21.7 percent. 

In 1953, the *y received 19.9 percent. 

In 1952, 23.5 percent. 

Mr. Weapock. This is Navy only ? 

Mr. Questa. Yes. 

Senator Smaruers. It has been staying right around that figure. 
We have not been losing much ground. 

I ain Curtin. Mr. Chairman, over the period of the last 7 years, 
the Navy placed with small business over $7 71% billion, an overall 
average of 20 percent. 

Senator Smatuers. That is a good figure, and all these figures are 
reported only in relation to how much money is being spent. You 
understand that ? 

Captain Curtin. Yes, sir. 

Senator Smaruers. So, if we can get the relation and determine 
whether or not we are losing ground or gaining ground, I think that 
is more significant, would you not agree, as far as small business is 
concerned ? 

Captain Curtin. Yes. sir. I felt this year, we are gaining a little bit. 

Senator Smarurrs. Well of course, percentagewise, we have lost a 
little bit. I mean, by your own estimate, you lost one-tenth of 1 
percent. I must say, I think that is good, in the light of the reemphasis 
on the type of we: ipons that are being used. 

Please go ahead, C aptain Curtin. 

Captain Curtin. A review of the Navy prime contract procurement 
statistics for fiscal year 1957 compared with those for fiscal year 1956 
discloses that small-business participation in Navy procurements has 
been maintained during this fiscal year through the special efforts made 
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by the Navy’s procurement and small-business organizations. Small 
business received $158,229,000 more in Navy prime contracts this fiscal 
year than they received during the same 11-month period in fiscal 
year 1956. 

Senator Smaruers. That is a good figure. If that reflects—which I 
think you indicate that it does—if it reflects that they are receiving 
proportion: itely the same dollars as the previous year. 

Captain Curtin. Yes, sir. Eleven-month period versus 11-month 
period. 

Senator Smatuers. That is right. 

Captain Curtry. During the period of July 1 to December 31, 1956, 
through the Defense subcontracting small-business program, small- 
business firms received first and second tier subcontract awards from 
military prime contractors valued at $715,169,000. These subcontract 
awards represent 20 percent of the total military business received by 
these prime contractors from the Army, Navy, and Air Force during 
this 6-month period. The major percentage of these subcontract 
awards to small business were placed by the aircraft industry and the 
electronic industry. According to an Office of Naval Material study 
conducted last fiscal year in the subcontract area on a limited basis, 
small-business firms received from military prime contractors $529 
million in subcontract awards representing 16.6 percent of their mili- 
tary business for the period of time covered by the study. A com- 
parison of those subcontract statistics disc loses that there has been 
an increase of 3.4 percentage points in the dollar value of subcontract 
awards placed with small business. 

Mr. Weapock. Captain Curtin, when you referred, back on the 
bottom of page 2 that these subcontract awards represented 20 percent 
of the total militar y business received by these prime contractors from 
Army, Navy and Air Force, are you obtaining that from the Defense 
Department small-business statistics ? 

Captain Curtry. Yes, sir. I mean, that is the subcontracting pro- 
gram that has been sponsored by Mr. McKeller and in which the 
Army, Navy, and Air Force all take part, and in which companies 
are assigned according to mobilization of cognizance. 

Mr. Weapock. That does contribute to my confusion then. You 
say 20 percent. Their report reflects 21.2 percent. Secondly, you say 
am only relate to companies under your administration. 

Captain Curtin. The reports that came in to us, before we for- 
warded them to Mr. McKeller’s office, those were the results of the 
companies under our administration. 

Mr. Weapock. It could have been Air Force work, but you had cog- 
nizance over the contract? 

Captain Curtin. Right. It could have been, or it could have been 
Army work. 

Mr. Weapock. So, your first and second tier was 20 percent and the 
Defense Department, which is only one tier, is 21.2 percent; so you 
are down below Defense, even including your second tier. 

Captain Curtin. One thing I would like to bring out, that in the 
figures that we have reported, there are all types of industry in that 
figure. There is the aircraft industry. There is the electronics in- 
dustry. There is the shipyard industry. 

Mr. Weapock. Yes. 
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Captain Curtin. The shipyards of their own nature, because of the 
integrated shop system that they have, have a smaller percent going 
to small business in subcontract than do the aircraft industries, be- 
cause the shipyards were established in the days when they had to be 
self-sufficient. 

Mr. Weapock. They are more integrated, certainly. I just won- 
dered. I wanted to make it clear just what this 20 percent was, which 
Wn got by going down into two tiers of subcontracting. 

Capt ain Currin. It is estimated that small-business firms received 
on an overall basis, $1,723 million of Navy procurement dollars 
through prime and subcontract awards. This overall estimate repre- 
sents 35.6 percent of the total Navy procurement dollars spent for the 
first 11 months of fiscal year 1957. 

During the winter months of this fiscal year, a sharp decline took 
place in small-business participation in Navy procurements. This 
decline was due to the fact that a major part of our procurement dol- 
lars were being spent for the aircraft program, the ship program, as 
well as the keen competition for those procurements in the small-busi- 
ness production potential. A telegram from yourself to the Secretary 
of Defense highlighted this decline. Prior to the receipt of your 
telegram, a joint pli in of action had been formulated by the Office of 

Naval Material within the N ‘avy to offset this drop in small-business 
partic ipation. 

With the cooperation of the chiefs of the Navy Dep: — bureaus 
and offices, a series of 20-minute presentations on the Navy small- 
business-program objectives, policies, and procedures were made by 
their small-business specialists and my office to the technical and the 
procurement personnel of their organizations who are responsible 
for the placement of contracts. These presentations were directed 
particularly to the Bureau of Ships, Bureau of Aeronautics, Bureau 
of Ordnance, and the Bureau of Supplies and Accounts because they 
spent the greatest share of the Navy’s procurement dollars. The pres- 
entations were well attended and each person attending was given 
an ONM small-business handout for their reference and use. 

A copy of this ONM handout is submitted for the committee’s 
record. 

Senator Smatuers. Without objection, we will make that a part of 
the record at this point. 

(The above-mentioned document is as follows :) 


IeXHIBIT 38 


DEPARTMENT OF THE NAVY, 
OFFICE OF NAVAL MATERIAL, 
Washington, D. C., January 18, 1957. 


NAVY SMALL-BUSINESS PROGRAM 
Purpose 
To aid small-business firms to participate in Navy procurements as prime 
contractors for construction work, supply items, production items, services, 
petroleum products, research and development, as well as to locate subcontract- 
ing opportunities with Navy prime contractors. 


Type of program 


This is a long-range program designed by the Navy and Small Business Admin- 
istration to supplement and support the Navy's industrial mobilization program. 
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Top-level direction and review 

The Assistant Secretary of the Navy, through the Chief of Naval Materia] 
establishes Navy small-business policies and procedures. This program is subject 
to their periodic review. 


NAVY PROCUREMENT ORGANIZATION 


Integral part of Navy procurement organization 
The Navy small-business program is an integral part of the Navy procurement 
organization and operates within its framework. It is administered by the 
Director, Procurement Division, Office of Naval Material through the Chief, 
Office of Navy Small Business. 
Role of Navy procurement personnel and Navy material inspection service 
Navy technical and contract personnel play a key part in the operation of the 
Navy small-business program and make a major contribution to its success, 
They are assisted by Navy small-business specialists and by the industry-coopera- 
tion representatives within the Navy Material Inspection Service. 


ROLE OF SMALL BUSINESS ADMINISTRATION (SBA) IN NAVY PROCUREMENT 


The Navy small-business program is a joint Navy-SBA program. 
SBA is charged by the Small Business Act of 1953, as amended, to consult and 
cooperate with the Navy in order to— 

(a) Advise and assist the small-business enterprises of the Nation to 
participate in Navy procurements. 

(b) Assist Navy to develop small-business policy. 

(c) Plan with the Navy for utilization of potential capacity of small 
business concerns. 

(d) Certify which business firms are small. 

(e) Certify to Navy contracting officers with respect to capacity and the 
technical and financial competence of small-business firms to perform a 
special procurement. An SBA certificate of competency, when issued, is 
conclusive, and by statute is binding on the Navy. 

(f) Make loans to small business. 

(g) Set aside selected Navy procurements in the small-business potential 
for exclusive small-business competition when it is determined by SBA and 
Navy contracting officers to be in the interest of mobilizing the Nation’s 
productive capacity or to be in the interest of war or the national defense 
program. 

DEFINITION OF A SMALL-BUSINESS CONCERN 


General definition 
A “small-business concern” is a concern that— 
(1) Is not dominant in its field of operation and, with its affiliates, em- 
ploys fewer than 500 employees ; or 
2) Is certified as a small-business concern by the Small Business Ad- 
ministration. 


Status of dealers 
A dealer submitting bids or offers in its own name shall be deemed to be a 
small-business concern under the following circumstances : 
(1) When it is a small-business concern within the meaning of the above 
definition ; and 
(2) When it is a regular dealer as defined in the Armed Services Pro- 
curement Regulation, section 1-301.9 (a) ; and 
(3) In the case of a procurement set-aside for small business, involving 
tie bids, or otherwise involving preferential treatment of small business, a 
dealer not only shall satisfy the criteria of (1) and (2) above, but also 
shall agree to furnish the product of a small manufacturer or producer in 
the performance of the contract. 


DEFINITION OF SMALL-BUSINESS POTENTIAL 


Navy contracts are classified as susceptible of performance by small-business 
firms if the following conditions prevail: 
(1) Small business has at any time submitted a responsive bid or proposal 
for the same supplies or services ; and 
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(2) Quantities required, tooling needed, the established delivery schedule, 
and factors of mobilization readiness, do not inherently preclude all small 
firms for competing for procurement, 

(3) If a new item is being procured, the small-business specialist in 
conjunction with technical and contract personnel will make a determination 
as to whether such procurement is in the small-business potential. 


AUTHORITY FOR NAVY SMALL-BUSINESS PROGRAM 


Congressional laws 
The following congressional laws require the Navy to establish a small-busi- 
ness program: 
Armed Services Procurement Act of 1947, as amended; 
Small Business Act of 1953, as amended; 
Department of Defense Appropriation Act; and various other congres- 
sional statutes. 


Department of Defense (DOD) instructions: 
Department of Defense instructions have been published to cover— 
Military small-business program; 
Cooperation with the Small Business Administration ; 
Defense subcontracting small-business program ; 
Semiannual reports of companies participating in defense subcontracting 
program ; 
Defense production pools; and 
Defense contract financing policy, small-business concerns, 
irmed services procurement regulation (ASPR) 

The military small-business policies and procedures of the Army, Navy, and 
Air Force are now being compiled by the ASPR committee for early publication 
in ASPR. 

Navy procurement directives (NPD) 

Section 34: Navy procurement directives contain the Navy small-business 
policies and procedures. 

OBJECTIVES 


To assure that competent small-business firms are known to and used by the 
Navy in the placement of its procurements to an increasing extent. 

Advise and counsel small-business firms on Navy procurement policies and 
procedures, 

Aid qualified small concerns to gain placement on the bidders’ lists of the 
appropriate Navy purchasing activities. 

To invite bids and to solicit proposals from small-business firms for all pro- 
posed procurements in their potential. 

To make small-business set-asides, when and where appropriate, in the place- 
ment of Navy procurements. 

To utilize, when and where appropriate, the knowledge, skills, experience, and 
facilities of small-business firms for research and development. 

Aid small-business firms to locate subcontracting opportunities with Navy 
prime contractors. 

IMPLEMENTATION 


Responsibility for implementing Navy small-business objectives is placed on 

the following: 
Chiefs, Bureau of the Navy Department. 
Technical personnel of Navy purchasing activities. 
Commanding officers and officers-in-charge of Navy field purchasing 

activities. 

All Navy contracting officers and other contract personnel. 
Inspectors of naval material and industry cooperation. 
Representatives appointed within the Navy Material Inspection Service. 
Navy prime contractors. 
Navy small-business specialists. 


« 


PLACEMENT ON NAVY’S BIDDERS’ LISTS 


Navy small-business specialists aid qualified small-business firms to gain place- 
ment on the Navy’s bidders’ lists by— 
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Arranging appointments with Navy technical personnel within a pur- 
chasing activity who have procurement responsibility for items which are 
of interest to small concerns. 

Interviewing representatives of small concerns who visit their purchasing 
activities. 

Corresponding with small concerns. 

Giving advice and counsel as to which Navy purchasing activities buy the 
items of material and supplies which the small concerns make or sell. 

Distributing brochures of small concerns to technical personnel in appro- 
priate Navy purchasing activities. 

Industry cooperation representives appointed within the inspection offices of 
naval material located throughout the country also aid small concerns to gain 
placement on the Navy’s bidders’ lists and obtain Navy procurement information. 


PROCESSING AND SCREENING OF PROPOSED NAVY PROCUREMENTS 


Before Navy procurements are submitted to the public for bid or quotation, 
the following steps are taken by Navy small-business specialists in conjunction 
with contract and technical personnel of the major purchasing activities during 
the procurement planning stage, to consider, review, and screen every proposed 
procurement for— 

The kind of material specifications to be used. 

. History of previous procurements of this type of item. 

Determination as to whether or not the item under procurement is in the 
small business potential. 

Determination that small-business firms are adequately included on recom- 
mended bidders’ lists. 

Division cf proposed procurements into economical production lots so that 
small-business facilities and producton capacity can be utilized. 

Use of small-business set-asides by the Navy contracting officers in the 
placement of the proposed procurement. 

Adequacy of procurement lead time to permit bidding or the submission of 
proposals by small-business firms. 

Assurance that delivery dates do not unnecessarily preclude competition by 
small-business firms. 


PUBLICIZING OF NAVY PROCUREMENT INFORMATION 


Navy small-business specialists are responsible for publicizing the following 
Navy procurement information in the United States Department of Commerce 
Synopsis of United States Government Proposed Procurements, Sales, and Con- 
tract Awards: 

All unclassified proposed procurements valued at $10,000 and above, 
except— 
1. Procurements of research and development. 
2. Procurement of studies and surveys. 
3. Procurement of perishable subsistence supplies. 
4. Sole source procurement, 
5. Procurements where competition is known to be limited by patents, 
copyrights, or secret processes. 
6. Emergency procurements. 
All unclassified contract awards valued at $25,000 and above. 

Navy technical personnel also publicize new or revised qualified product specifi- 

cations which are established for Navy procurement. 


ASSISTING SMALL-BUSINESS CONCERNS TO LOCATE SUBCONTRACTING OPPORTUNITIES 


Inclusion of utilization of small-business concerns clause in all Navy fixed- 
price and cost-plus type contracts valued at $5,000 and above. 

Personal letters sent by the Assistant Secretary of the Navy to 300 Navy prime 
contractors requesting that full consideration be given to the utilization of 
small-business firms as subcontractors. 

Defense subcontracting small-business program whereby all major Navy prime 
contractors receiving Navy contract awards valued at amounts in excess of 
$1 million are urged by Navy contracting officers to adopt a program of assistance 
to aid small concerns to locate subcontracting opportunities. 

-articipation in Small Business Administration procurement opportunities 
conferences. 
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Navy community procurement-production clinic for labor surplus areas, 
Assistance given by the industry cooperation representatives of the Inspection 
Office of Naval Material. 


PREFERENCE GIVEN TO SMALL BUSINESS IN PLACEMENT OF NAVY PROCUREMENT 


Small-business firms receive preference in Navy procurement as follows: 

1. In screening Navy procurement for small-business participation, Navy 
small-business specialists and Small Business Administration field repre- 
sentatives can add additional names of small-business firms to the proposed 
bidders’ lists. 

2. In the case of small-business setasides whereby total Navy procure 
ments or portions thereof are reserved for exclusive small-business competi- 
tion. 

3. In the case of tie bids whereby a Navy contract award is made to small- 
business firms when a large-business firm and a small-business firm have 
submitted equal bids. 

4. In the case of a certificate of competency whereby Small Business 
Administration submits to Navy contracting officers a certification that a 
small-business concern who has submitted the low responsive bid or pro- 
posal has the necessary technical and financial competence to perform a 
specific Navy procurement. These certificates are binding on all Navy 
contracting officers who are required to make the contract award to the 
firm which has received the certificate. 

5. Small Business Administration loans. 


BENEFITS RECEIVED FROM NAVY SMALL-BUSINESS PROGRAM 


Strengthens the economy of the Nation. 

Provides a means for the dispersal of critical know-how and produccion 
facilities. 

Provides for mobilization base of qualified small suppliers for any future 
national emergency. 

Provides potential sources of new ideas, inventions, and materials for re- 
search and development. 

Provides savings in Navy procurement dollars through increased competition. 


ACCOMPLISHMENTS OF THE NAVY SMALL-BUSINESS PROGRAM 


For a 7-year period, small-business firms received Navy contract awards valued 
at over $714 billion. This represents over 20.8 percent of the total Navy pro- 
curement dollars spent for this period. 

Since June 1950 14,300 new small-business suppliers have participated in 
Navy procurement as prime contractors. 

During a 4-year period Navy contracting officers agreed to 6,365 small-busi- 
ness setasides valued at $501 million requested by SBA representatives. 

Over 500 major military prime contractors have accepted and are participating 
in the defense subcontracting small-business program and 133 military prime 
contractors have been assigned by the Department of Defense to the Navy for 
administration. 

Navy subcontract studies indicate that major military prime contractors are 
channeling from 15 to 20 percent of their contract dollars with small-business 
concerns through first tier subcontracts. 

Since July 1, 1956, Navy representatives have participated in 20 Small Busi- 
ness Administration procurement opportunities conferences which were held 
throughout the country. 

During the years 1955 and 1956 Navy has sponsored eight community pro- 
curement-production clinics to aid small-business firms located in labor surplus 
areas. 


PROBLEMS FACING SMALL-BUSINESS FIRMS WHO ARE COMPETING FOR NAVY 
PROCUREMENTS 
Difficulty which competent small businesses have in obtaining technical ac- 
ceptance by Navy technical personnel. 
Keen competition for Navy procurements in the small business potential. 
94187—57——-14 
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Extreme complexity of technical and administrative demands made under 
Government contracts. 

Changing nature of Navy proceurements and the increasing technical com- 
plexity of the Navy’s new weapons, which tends to decrease procurement dollars 
in the small-business potential. 


SUGGESTIONS FOR TECHNICAL PERSONNEL TO INCREASE THE SMALL-BUSINESS PAR- 
TICIPATION IN NAVY PROCUREMENT 

Find qualified small-business firms for all end items, material, and supplies 
which are listed on the Navy’s bidders’ lists and are in the small-business poten- 
tial, or could be considered to be in the small-business potential. 

For items which are in the small-business potential, divide Navy requirements 
into production lots which are not too large to be made by small business. 

Review all existing sole source material specifications for possible revisions 
or changes which will lead to increased competition. 

Whenever possible, in selecting business firms for research and development 
work, seek out competent small-business firms. 

Review of all new procurements for possible small business participation. 

Captain Curtin. This plan of action served as a review of the ob- 
jectives, policies, and the procedures of the Navy small-business pro- 
eram for Navy Department personnel and represents positive action 
taken by ONM to halt the decline of small-business participation in 
Navy procurement. 

More than 80 percent of the Navy’s procurement dollars are spent 
by the Navy De ‘partment Bureaus and Offices which are located in the 
Was shington, D. C., area. They buy technical major end-items of a 
costly and complex nature and place contracts for research and de- 
velopment. The remainder of the Navy’s procurement dollars are 
spent by the Navy field purchasing activities located outside the 
Washington, D. C., area. These field purchasing activities operate 
under the cognizance of the Navy Department bureaus and offices. 
The greater number of these Navy field purchasing activities are 
under the cognizance of the Chief, Bureau of Supplies and Accounts, 
for man: 1gement control or for the supervision of their procurement 
operations. 

Mr. Weapock. Captain Curtin, before you leave that matter wherein 
you noted this decline that occurred in midwinter and had launched 
these various meetings with your people in the purchasing-contracting 
branches, did you bring in the people from the technical divisions who 
establish the basic requirements? 

Captain Curtin. Yes. That was done, particularly with the con- 
tract personnel and the technical personnel who initiated the procure- 
ment and who also were responsible for placing the contracts. 

Mr. Weapock. You got hold of both of them? You had both of 
them there ? 

Captain Curtin. We did. There were a series of meetings. I re- 
member, in the Bureau of Ships, we had 2 or 3 very large conferences. 
The conference room was overcrowded. We promised we would only 
keep them there 20 minutes; then we said anyone who would like to 
ask questions could stay afterwards. The whole group stayed for an 
hour afterwards. That happened 2 or 3 times in the Bureau of Ships. 

Mr. Weapocr. I think that was particularly helpful. I am glad 
that you foresaw that. As you well know, we have had a good de: il of 
our trouble in the past with the technical people. I think that after 
these few years, that the contracting people are getting pretty well 
educated to the small-business program but sometimes, the message 
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does not seem to get to the technical people who establish the basic 
requirements. ‘They are inclined to say to Purchasing and Contract- 
ing, “Get that from RCA or General Electric,” or what-have e-you. 

Captain Curtin. I would like to say at this time, one thing; that if 
they don’t follow my instructions, both Captain Fagan and Admiral 
Clexton and the Assistant Secretary now have a system whereby they 
pick up all these procurements that do not follow the policies that have 
been laid down. It has been very effective. 

Mr. Weapock. Evidently since you are back up to 19.5 percent, for 
your 11-month period, this program was successful. Is that what we 
‘an assume? Were you down below that, during the crisis in mid- 
winter ? 

Captain Curtin. During one point we were down to 12 percent. 
The guided-missile program was being felt for the first time and, 
also, we had a large number of ships that were being converted into 
guided-missile ships. 

Mr. Weapock. From your survey, you have no idea where, specifi- 
cally, you made up this short fall, do you ? 

Captain Curtin. During the month of April there was a sharp in- 
crease in Bureau of Aeronautics, Bureau of Ships, and in the field 
purchasing activities, which come under the Bureau of Supplies 
and Accounts. 

Mr. WeApock, An increase in the small-business awards? 

Captain Curtry. Awards going to small business. We had another 
big month in May and we were all surprised, because we had not 
expected this increase. 

Mr. Weapock. Well, we are going to hear from those Bureaus 
later, and I am sure that the Chairman will want to ¢ ompliment them 
if they did get into the swing of things and help the program along. 

Captain Curtin. It is a pretty hard thing to measure, to say, this 
action was responsible. 

Mr. Weavock. Certainly no one would say that, as a result of your 
survey, you damaged the small-business share because you did in- 
crease it. 

Senator Smaruers. Captain, I want to give you a tip. Whenever 
you can claim credit, do so. 

Mr. Banrz. We aren’t being unduly modest. 

Senator Smaruers. This is a peculiar world. They don’t go around 
handing you these things. I think your record is good “there. I 
think we can logically conclude that it had at least something to do 
with it. 

Vice Admiral Ciexton. Perhaps the nature of the beast has some- 
thing to do with it. If you have a very large program in the Bureau 
of Ships, for instance, of a shipbuilding program, the tendency of the 
people in the Bureau is to get busy on the big program first and, 
therefore, the big contracts come out arly in July, August, and 
September. So that our statistics naturally look bad by the time we 
get through the first quarter. Then the smaller contracts start com- 
ing out in . which small-business participé - to a much greater extent. 
So it is probably the nature of the beast. I don’t want to detract from 
our program, which we carried out. 

Senator SmaruHers. Right. 

Vice Admiral Ciexton, But it is partly the nature of it. 
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Senator Smaruers. I think that is right; however, we won’t let the 
Captain down completely. We will say that, recognizing that the 
percentage had fallen off, he at least rallied his forces and got busy 
and, as you say, perhaps it was the nature of the beast that he ad some- 
thing to do with it, but I think the Captain’s work probably had 
something to do with it, too, Captain, please go ahead. 

Captain Curtin. Each one of the Navy Department bureaus and 
offices and the major Navy field purchasing activities is responsible 
for formulating and oper ating its own small- “business program. Their 
program is based on and guided by the small-business policies and 
procedures established by the Assistant Secretary of the Navy for 
Material and the Chief of Naval Material. Their prime contract 
awards to small business are influenced by the efforts and sincerity of 
their small-business specialists in carrying out the overall Navy small- 
business program, the nature and the character of the items purchased 
by them, and by the competition obtained from business firms in the 
placement of their respective procurements. ‘Their prime contract 
awards to small business range from 1.9 percent of the total procure- 
ment dollars for those Navy “purchasing activities who buy items of 
a highly technical nature to 80 percent of the total procurement dol- 
lars for those purchasing activities who buy off-the-shelf items, house- 
keeping supplies, and maintenance items. Representatives of Navy 
purchasing activities actively participate on behalf of the Navy at all 
Armed Forces regional small-business councils held in their respective 
areas. ‘These representatives also cooperate with local agencies con- 
cerned with helping small business. 

Through the Council of Navy Small Business Specialists within 
ONM at the Navy Department, Washington, D. C., a continuous 
review is maintained on a weekly basis of Nav y small- business opera- 
tions at the Bureau level and at the field-purchasing-activities level. 
Periodic reports of the Council’s meetings are made by my office to the 
Assistant Secretary of the Navy (Material), Chief of Naval Material, 
and the Assistant Chief of Naval Material for Procurement on the 
effectiveness of the program. These top officials have attended sev- 
eral of our Council’s meetings in order to advise and inform the 
Council members of their recommendations and views pertaining to 
the Navy small-business program. To support the effective operation 
of the Council, small- business matters are also discussed by the Assist- 
ant Secretary of the Navy (Material) at his meetings w ith the Chiefs, 
Navy Department bureaus and offices, as well as by the Assistant 
Chief of Naval Material for Procurement at his meetings with the 
contracting officers of the Navy Department bureaus and offices. Rep- 
resentatives of the Small Business Administration are full-time mem- 
bers of the Council and contribute to its successful operation. 

In the placement of Navy procurements, it is the policy of the 
Navy to make the fullest utilization possible of formal advertising as 
a method of procurement. Formal advertising operates most effec- 
tively where (1) an adequate number of qualified suppliers are ac- 
tively competing for Government contracts; (2) they are willing to 
price competitively ; (3) a definite specification can be published - for 
the required product; (4) there is adequate time for formalities inci- 
dent to this method, such as advertising and reception and opening 


of bids. 
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For the first 11 months of this fiscal year, 80 percent of the dollar 

value of Navy procurement dollars were placed through contract 
negotiation, 2 percent for small purchases, and 18 percent by formal 
advertising. Juring this period the Navy placed 872,966 procure- 
ment actions for end-items, material, supplies, and services within the 
United States. More than 76.1 percent of these procurement actions 
were placed with small business. 

Comparison of Navy procurement statistics for fiscal year 1957 
compared with those for fiscal year 1956, shows that the Navy has 
increased by 3 percent, the dollar value of its procurements placed by 
formal sdivexticoment, 

Analysis of Navy procurement dollars determined to be in the 
small-business production potential discloses that small- ners 
firms received during the first 11 months of this fiscal yea 
Navy contract awards valued at $563,850,000 through formal aoe 
tising as a method of procurement, representing 66.2 percent of all 
dollars in the small-business potential which were advertised. They 
also received $379,989,000 in Navy contract awards through contract 
negotiation as a method of procurement, representing 62.5 percent of 
all dollars in the small-business potential which was negotiated. In 
this area last fiscal year, small-business firms received 74.1 percent of 
the advertised potential as compared to 72.9 percent of the negotiated 
potential. 

These statistics disclose that the method of procurement, formal 
advertisement or negotiation, does not of itself operate to the disad- 
vantage of small- business concerns. 

Senator SmarHers. May I ask you a question there, Captain. You 
know each year we get on to this question of negotiated contracts as 
distinguished from those that are advertised. Is this 80 percent of 
the dollar value of the Navy procurement—does that indicate an in- 
crease in the dollar value of Navy procurement that is being placed 
through negotiation? Does that 80 percent represent an increase, a 
percentage increase, over the last year or the year before? 

Mr. Qu esTaL.* It represents a decrease, sir. The last fiscal year, 
fiscal year 1956, 85 percent of our total procurement dollars were 
placed in negotiation. 

Senator SmarHers. How about the year before that? 

Mr. Questa. Before that, sir, 88 percent. 

Senator Smaruers. So that indicates that there is an improvement 
with respect to letting more dollar contracts, at least, through adver- 
tising rather than negotiation / 

C apt ain Currin. Mr. Chairman, I want to say it is the highest it 
has been since the Korean emergency. 

Senator Smatuers. The advertised portion is the highest ? 

Captain Curtin. It is the highest percentage. 

Senator Smatuers. I think that is a step in the right direction, too. 

Captain Currin. I want to say during the past year, the Office of 
Navy Material has made a very special effort to place more procure- 
ments by formal advertising. 

Senator Smarners. All right, sir, that is good. 

Captain Curtin. This has been accomplished through the meetings 
held by Captain Fagan every 2 weeks with the contracting officers. 


48a Morris Questal, Deputy Chief, Office of Small Business, Department of the Navy. 
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Senator Smaruers. Yes. 

Captain Curtin. In addition to the plan of action to maintain and 
increase small-business participation in Navy procurement which was 
mentioned in the first part of my testimony, the Navy conducted a 
study of small-business participation in the Navy research and devel- 
opment program. This joint study covered existing Navy directives 
on research and development and small-business particip: ation in the 
areas of the program inc luding basic research, applied research, and 
development. The several chiefs of the Navy’s bureaus and offices 
will cover in their testimony detailed information of their Navy re- 

search and development programs and statistics on small-business 
vat icipation in these areas. 

Interviews were held with the technical people of the Navy Depart- 
ment bureaus and offices who were responsible for the placement of 
contracts in order to determine whether or not small-business firms 
were receiving full consideration as prospective research and develop- 
ment contractors. The nature and the character of research and de- 
velopment contracts placed by the Bureau of Aeronautics, Bureau of 
Ships, Bureau of Ordnance, and the Office of Naval Research were 
studied. An analysis was made of research and development statis- 
tics for previous fiscal year in regard to small-business participation. 
Discussions were held on the ways and means whereby small-business 
firms could more fully advise Navy Department bureaus and offices of 
their qualifications as prospective research and development con- 
tractors. 

The Navy feels that through the screening of all proposed research 
and development. procurements by Navy small-business specialists, 
which has been in operation since April 1951, that small-business 
firms are being considered for all procurements for which they are 
considered technically qualified to perform. It was felt, however, 
that this existing small-business assistance should be supplemented 
by additional safeguards designed to facilitate the flow of current 
information on the technical qualifications of small-business con- 
cerns to appropriate technical desks that are responsible for soliciting 
research and development contractors. These supplementary safe- 
guards were discussed with the Chief of Naval Material and are now 
included in the recent Secretary of the Navy’s instruction covering 
the awards of research and dev elopment contracts. 

I wish to emphasize that it is vital for small-business firms to take 
the initiative in furnishing the technical, procurement, and small- 
business personnel of the respective Navy Department bureaus and 
offices with current information on their qualifications in their par- 
ticular scientific field. 

Mr. Weapock. If I may interrupt you a moment, please. I cer- 
tainly don’t take issue with you that it is vital that small business 
make this information known to you. However, several weeks ago, 
when we had the Air Force here, and they were telling us of their 
new program that they have initiated in the Air Research and De- 
velopment Command over at Baltimore, I think Mr. Eiden is their 
small-business man, he and his staff have taken the initiative and 
have been developing new sources at the rate of 150 a week—so they 
told us—for research and development contracts with small business. 
Now, in addition to the obligation on the part of the firms to let your 
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people know, do you similarly anticipate doing anything of a positive 
nature, yourself, to go out and develop new sources ? 

Captain Currin. Mr. Weadock, during the past year, there was 
an article put out by the Office of Naval Research on their program 
and prior to that, I believe that Mr. Fogler, the then Assistant See- 
retary of the Navy, had written an article—given an article to certain 
magazines, and prior to that Admiral Royer had written an article 
which covered research and development. When those articles went 
out, it generated quite a response from the business world and we 
are still receiving letters asking for assistance in locating research 
and development contracts. So we had quite a volume of inquiries that 
are still coming into our office, regarding research and development. 

Mr. Weapock. I don’t know anything about the mechanics of this 
thing, how they are developing these new sources at the rate of 150 
a week, but I think perhaps it might be helpful if this information 
were filtered through Mr. McKeller’s office, and that all the services 
had the advantage of these sources. 

Captain Currin. We would be glad to consider any of the fine 

ints of the Air Force’s program. If they are feasible, they will 

be submitted to the Assistant Secretary and the Chief of Naval Ma- 
teriel for consideration. 

Mr. Weapock. Certainly. I see. 

ae ain CurtTIN (¢ ontinuing). This can be done through interviews 
with Navy small-business personnel, procurement, and technical per- 
sonnel, submission of unsolicited proposals on inventions and scien- 
tific studies, as well as the submission of brochures of facilities, labora- 
tory equipment, and engineering personnel. This liaison enables the 
Navy to give to each business firm the fullest consideration possible 
as a source of supply for research and development work. 

The Navy has a limited amount of research and development funds 
which are spent by the var ious Navy Department bureaus and offices 
and represent approximately 13 percent of the os al Navy procurement 
dollars. In the selection of contr: actors for Navy research and de- 
velopment, here are some of the factors that receive consideration : 
(1) the reputation and standing of the business firm in its scientific 
field; (2) the merits of a research and development proposal submit- 
ted by a business firm for an invention, a better mousetrap, or for 
the improvement of a Navy weapon under development or in use; (3) 
qualifications of a business firm to conduct studies in the basic re- 
searc th field; (4) qualifications of a business firm to conduct studies 
in the applied research field; (5) qualifications of a business firm’s 
engineering staff and its experience and accomplishments in the vari- 
ous scientific fields; (6) laborator y equipment and facilities available 
to the business firms for the development and testing of research and 
development models and prototypes; (7) production facilities avail- 
able for the first production run of model or prototype. 

Mr. Weapock. Captain Curtin, if I may interrupt again, your 
points 1 and 7 would be rather large obstacles to a bunch of young 
fellows with initiative who were to leave big companies and try to 
start out in this area themselves. The committee has had a lot of 
complaints from small firms that maybe had 10 or 15 engineers and 
had started up in Florida or out in California, and in this area, and 
they have run up against the problem of—I won’t say in the Navy, 
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necessarily—but in the Defense Department, of the contracting people 
saying, “Well, you have never done anything before.” And they said, 
“Well, we have done things before. We worked for GE, o “RCA 
or W estinghouse and we have had all this technical experience ‘behind 
us for years. We have done work for a big company. We don’t have 
a big plant. We cannot go into a production run. We agree with 
you there and we don’t have any vast experience in defense work.” 

Now, with these qualifications, or these limitations, how is the little 
firm like that going to ever get off the ground in defense work ? 

Captain Facan.*” Our policies in this direction are intended to get 
the best research and development for the Navy. 

Mr. Weapock. We appreciate that. 

Captain Fagan. It is acknowledged that these small firms without 
historical background, without production facilities, do have a definite 
problem in obtaining any research and development contracts; because 
they must, because of their engineering background, be quite able in 
certain directions. They are fully capable of being considered. They 
are necessarily ruled out, I would think, on developments that are 
within these criteria. 

Mr. Weapock. Well, now, Captain Metsger is going to tell us a 
little later about a number of small firms that have grown and prac- 
tically taken themselves out of the small-business field because of the 
contracts they have received. These fellows have to start somewhere. 
Do you recommend that they go to civilian areas first, perhaps in a 
me -ontracting role or something of that nature ? 

Captain Fagan. It would certainly diversify their eligibility in 
the subcontracting area. Use could be made of their smaller talents 
in subcontracting production lines. 

Mr. Weapock. Say you have a case where you had, maybe, 5 or 
6 engineers who have gotten together. They have a good man who 
is the general manager or administrator. Now, would you go along 
and take a chance with them because they had vast experience and 
were particularly well qualified, educ ated, and trained in research 
work, perhaps, for a larger company? They want to cut loose and 
want to develop some of their own initiative and some of their own 
ideas. Under criteria 1 and 7, they are going to have trouble. 

Captain Facan. No. Again, I have to reiterate that the purpose 
of our research and development program is to get almost assured 
results. We try to cut the calculated risk to a minimum by expert 
technical analysis. 

Mr. Weapock. Would not No. 4 perhaps, and No. 5, perhaps, offset 
No. 1 and No.7 toa degree ? 

Captain Facan. It depends on the type of research we are talking 
about, of course. 

Mr. Weapocx. This would be applied, I imagine. 

Captain Fagan. The diversified research requirements that the 
Navy does have makes room in practically every field, not equal in 
dollar volume, obviously. ONR, for instance, is involved in a great 
many types of research that individual companies of the type you 
speak of are completely eligible and able for consideration. Many 
others, those in research of high-powered radar and airframes and so 
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on are not within their purview, and it is a problem, there is no ques- 
tion. Our policy is directed at being sure that these small concerns 
facilities and abilities are known to the technical personnel so that 
they are considered—perhaps considered and discarded—as a possible 
source, but nevertheless, considered seriously. 

Mr. Weapvock. This might be a little unfair, Captain, to pull a case 
right out of the air but there is a little firm in Orlando, Fla., that was 
just beating its head up against the wall. They were not getting any- 
where with the contracting people because they did not have vast 
experience in producing items for the Defense Department, and they 
were new, although they had some highly qualified people. We think 
this committee was of some help to them. Now they are oper ating on 
about $214 million worth of contracts for Patrick Air Force Base, 
merely because they did get an entree through this committee and 
broke down the barriers represented by items 1 and 7. So, with the 
chairman’s permission, I would like to suggest that insofar as possible, 
in your research-and-development-award consideration, that you do 
look at things on balance and perhaps they are new; maybe they don’t 
have the production experience, but perhaps they have some supremely 
qualified people. 

Captain Facan. This fits part and parcel to the thing we men- 
tioned here. We have to know about them to consider them. This 
contract is one method of attracting technical people. It would help 
us in finding out what the people can do and undoubtedly help find a 
” for them someplace in this large maze of business. 

Captain Curtin. I want to say, when any company makes an in- 
quiny to us, we endeavor to get from them their qualific ations for re- 
arch and development work and a brochure of their facilities and 
engineering personnel. We try to give to our technical people all the 
available facts possible in order that small firms may receive full 
consideration with all other business firms before the procurement is 
placed. A plan of action has been developed to aid small firms to 
obtain research and development contracts and is covered in my testi- 
mony. 

Mr. Wrapock. All right, Captain. Maybe I was a little previous 
there. 

Mr. Banrz. Before we get off of that, Mr. Counsel, I think again. 
Captain Curtin is being modest. One of the first things he did when 
he came on this job was to tell me about the thing you are talking 
about now. We have one man over in my office, John Weber, whose 
business is working almost exclusively on this type of contract, and 
through the efforts of Captain Curtin and John Weber, why, they 
have made, I think, a very substantial stride in trying to do the very 
thing you have been talking about. I noticed most of these contracts 
that come in for my signature have a number of concerns on them that 
are eligible to submit proposals, and so on, on these various research 
and development contracts. 

Again, 1 say I think the captain is very modest, because he has 
done an awful lot more. im he is going to get to it further in 
the statement. 

Mr. Weapock. Perhaps he will touch on that later. 

é Senator SMatueErs. Please go ahead with your statement, Captain 
urtin. 
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Captain Currrn. In order for a business firm to win the award of 
a Navy research and development contract, it must offer to the Navy 
Department bureau or office concerned outstanding scientific quali- 
fications and services as well as the requisite facilities and labora- 
tories for the performance of the contract. 

The recent Secretary of the Navy’s instruction on the awarding of 
research and development contracts reaffirms the Navy’s existing 
research and development policies now contained in the Navy pro- 
curement directives. It states that Navy research and development 
contracts will be awarded to the business firms, large or small, who are 
considered by bureau technical and procurement personnel to have 
the highest competence in the specific branch of science or technology 
required for the successful conduct of the work. It also reiterates 
that technical, procurement, and small-business personnel will be 
responsible for actively seeking and developing information con- 
cerning firms which have competence for research and development 
work, “particularly small-business firms, and for utilizing them as 
often as possible. 

To accomplish this objective, the small-business specialists of the 
Office of Naval Research, Bureau of Aeronautics, Bureau of Ord- 
nance, and Bureau of Ships will continue to (1) interview all small- 
business firms seeking research and development work and advise 
them how they may gain consideration: (2) arrange for represent- 
atives of small-business firms to meet with the technical sections for 
a discussion of their technical qualifications to perform research and 
development work; (3) maintain a card file of small-business firms 
seeking research and development work which will highlight their 
special qualifications; (4) keep all bureau technical sections in- 
formed about small-business firms and their qualifications and facil- 
ities for research and development work; (5) continue the screening 
of all research and development procurements for possible small- 
business participation; (6) review all prospective research and de- 
velopment awards to assure that full consideration was given to 
small business. The Navy small-business specialists are endeavor- 
ing to obtain for small-business firms the maximum consideration 
possible as research and development contractors. 

For the first 11 months of fiscal year 1957, the Navy obligated 
$628,292,000 for research and development contracts. Small- -busi- 
ness firms received Navy prime contracts valued at $50,643,000. 
These small-business awards represent 8 percent of the total Navy 
procurement dollars spent for research and development work. In 
fiscal year 1956, small-business firms received $49,862,000 in research 
and development contracts, representing 9.7 percent of the total 
dollar value of Navy procurement dollars spent for research and de- 
velopment. This is a decline of 1.7 percentage points in the dollar 
value of Navy research and aon awards made to small busi- 
ness. I feel that Secretary of the Navy’s instruction on the selection 
of research and development contractors will assure small-business 
firms of full consideration in this area. 

At this time I would like to comment on the Navy’s policy relating 
to the use of specifications for the placement of procurements. One 
of the items emphasized in the previously described ONM small- 
business presentation to the technical and procurement personnel of 
the Navy Department pertains to the use of specifications and draw- 
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ings. It was stressed that generally, it is the policy of the Navy to 
mandatorily use Federal and military specifications in the procure- 
ment of items repetitively stored and issued in the Navy supply 
system. This policy is set forth in Navy Procurement Directive 
1-304 (a) as are the specific instances where deviations from this 
policy are permissible. It was pointed out, further, that such speci- 
fications should be made available to all interested suppliers including 
small business. 

It is my understanding that staff members of your committee have 
information which indicates with respect to specific Navy procure- 
ments that the policy of widespread dissemination of specifications to 
small-business concerns is not being effectively implemented by Navy 
purchasing activities in all instances. The Chief of Naval Material 
is looking into the specific procurements involved to determine what 
corrective action may be required. Your committee will be furnished 
with a full report at the earliest practicable date. 

ONM has received Report No. 2827 of the Senate Select Committee 
on Small Business (84th Cong. 2d sess.) and the committee’s report 
has been reviewed by ONM and discussed with the small-business ad- 
viser, Department of Defense and the Council of Navy Small-Busi- 
ness Specialists. Comments on the recommendations of your com- 
mittee which pertain to the operation of the Navy are as follows. At 
this time, at first, I will read your recommendation, which appears 
on page 39 of your report and then I will read the action taken by 
the Navy. 

Your committee recommends that all procurement agencies encourage their 
major prime contractors to advertise widely their supply and subcontract re- 
quirements, using not only the Department of Commerce synopsis but also 
trade publications and the commercial press where appropriate. Since the 
Department of Defense small-business subcontracting program is just getting 
underway, the committee has also strongly recommended that the military 
agencies study carefully the organization and operation of the Atomic Energy 
Commission program. 

The Office of Naval Material has taken action through the Council 
of Navy Small-Business Specialists to inform major prime contrac- 
tors accepting the defense subcontracting small-business program of 
the availability of the synopsis for listing items or processes for which 
subcontractors are desired. Navy procurement directive 2-408.2a (6) 
provides that a prime contractor can utilize the or of Com- 
merce synopsis if they so desire for locating subcontractors. Listed 
below is the prescribed format: 

Prime contractor has subcontract work for the following: 

(Insert the applicable industries, crafts, processes, or component items.) 
and desires that subcontractors be located in— 

(Insert general areas, if any, indicated by prime contractors, such as South- 

east States, west coast, New England, etc.). 

In the placement of Navy prime contracts, it is the normal practice 
for many of the Navy purchasing activities, including Military Sea 
Transportation Service and the Bureau of Yards and Docks to use 
trade publications and the commercial press in addition to the synop- 
sis for publicizing proposed procurements. It is felt that the use of 
these media result in widespread publicity and increased competition 
for Navy procurements. 

The ONM, through the Armed Forces community procurement- 
production clinics which have been held throughout the United States, 
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also advises local communities, including chambers of commerce and 
local business firms of the Navy’s prime and subcontract requirements. 
By this method, small firms are made aware of what the Navy is cur- 
rently procuring and the procedures they should follow in order to 
participate in current Navy procurements. Navy Department bu- 
reaus and offices, especially the Bureau of Ships, Bureau of Ordnance, 
Bureau of Supplies and Accounts, and Bureau of Aeronautics and 
selected military prime contractors who have accepted the Defense 
subcontracting small-business program, have displayed at these clinics 
technical exhibits of selected items norm: ally procured by them in the 
oe and subcontract areas. The Navy also displays new technolog- 
cal advances for the benefit of small-business firms so that they can 
keep abreast of the advances in given technological areas. In this 
Armed Forces effort, the Small Business Administration and the De- 
partment of Commerce give us their full cooperation and support. 

At this time, I would like to make an insert. The small-business 
adviser of the Atomic Energy Commission was invited to give a pres- 
entation on subcontracting program of that agency to the Chief, 
Office of Navy, Small Business, and the Council of Navy Small-Busi- 
ness Specialists, in November 1956. The presentation was most in- 
formative and interesting. It was a consensus of the council that no 
significant difference exists between the small-business subcontracting 
program of the Navy and that of the Atomic Energy Commission. 
It was noticed, however, that the Atomic Energy Commission re- 
quired all possible cost- “type contractors to adopt a formal subcon- 
tracting program. The Navy has accomplished this objective in this 
area through persuasion rather than by a mandatory requirement, 
and believes that such course of action is most desirable and appro- 
priate. 

The committee welcomes the Air Force announcement of its special 
program to stimulate small-business participation in research and 
development work and recommends that the Army and Navy also 
place special emphasis on this particular activity. 

This recommendation was acted upon by the wei and has been 
discussed in my testimony. Since April 1951, the Navy has made 
a special effort to screen research and developent procurement. for 
possible small-business participation. I feel that this effort has been 
effective and will be increasingly so under the recent Secretary of the 
Navy’s instruction. 

This committee has long held to the belief that small business 
fares better where there is free and open competition and has agreed 
with small-business men that the negotiated method of procurement 
is detrimental to small business. The committee specifically rec- 
ommends that this particular study be continued to obtain the bene- 
fit of a full year’s data. 

This recommendation was acted upon by ONM and has been dis- 
cussed in my testimony. The Navy will continue to observe closely 
the impact of negotiation on small-business participation in Navy 
procurement during fiscal year 1958 and will make certain that nego- 
tiation is used only | when clearly and unequivocally authorized by the 
Armed Services Procurement Act. Since July 1, 1956, the Navy has 
increased by 3 percent, the dollar value of its procurements placed 
by general advertisement. 
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Regional meetings of military small-business personnel should pro- 
vide a greater opportunity for such personnel to discuss practical 
problems and questions relative to the military small-business pro- 
gram. The committee recommends that the procurement Secretaries 
of the Department of Defense direct the preparation of agenda for 
these meetings which will provide ample opportunity for such dis- 
cussions. It also recommends that attendance at the regional meet- 
ings be restricted to small-business personnel or other procurement 
personnel of the executive agencies. Attendance at such meetings 
by other persons inhibits those who should be participating actively 
and frankly in these meetings. 

The Chief, Office of Navy Small Business has been keeping in 
touch with the different regional organizations of small-business per- 
sonnel, and periodically receives copies of those organizations’ min- 
utes. Representatives of the Office of Navy Small Business and rep- 
resentatives of the Bureau of Supplies and Accounts field purchasing 
activities have attended several regional meetings of small-business 
specialists at New York City, Philadelphia, and in the Southeastern 
States. It is my opinion that the effectiveness of these meetings and 
the enthusiasm of the participants would be considerably diminished 
if the agenda items were prepared, in toto, by the Defense Material 
Secretaries, instead of at the local level. It is believed, however, that 
Regional Council of Small Business would be extremely receptive 
to the recommendations by procurement secretaries or their rep- 
resentatives for inclusion of selected agenda items that have current 
and widespread interest. It is believed, however, that the effective- 
ness of these programs can be considerably enhanced by permitting 
procurement and technical personnel, as well as small-business special- 
ists, to participate therein. 

Your committee welcomes the cooperative spirit which has de- 
veloped recently between the procurement agencies and the Small 
Business Administration. Even greater cooperation is necessary if 
congressional intent on small-business participation in Government 
procurement is to be fully realized. The committee recommends 
the establishment of the closest possible liaison between the Small 
Business Administration and all procurement agencies so that the 
maximum unified effort can be brought to the task of furthering the 
ends of the small-business program. 

The Navy has always cooperated with the Small Business Admin- 
istration and has recently received a letter of appreciation from 
the Small Business Administration for participation in 20 Small Busi- 
ness Administration procurement conferences held throughout the 
United States. ONM, Navy Department bureaus and offices, and the 
Navy Material Inspection Service have given their full cooperation 
and support to SBA in scheduling and conducting these conferences. 
These procurement conferences have been most successful in extending 
procurement information and advice to small-business firms. The 
working relationship between SBA representatives and Navy pro- 
curement personnel have been consistently excellent. Their coopera- 
tive efforts have been particularly noteworthy in increasing the num- 
ber of Navy set-asides made. 

Mr. Werapock. On that point, let me ask you this, Captain. In 
reply toa question by Senator Bible, the other day, Secretary McGuire 
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indicated that by and large, the Department of Defense was pretty 
well holding close to the 500 or less criteria. Now, I think—I am not 
sure—but I think that recently SBA has come out in the refinery 
field with a different criteria or a different number. Now, when an 
application is made to the Small Business Administration for exemp- 
tion from the 500 rule, or a company, perhaps, of 700 or 800 employees 
comes in and convinces SBA it is not dominant in the field, that they 
represent a very small segment of the industry, how would this be ac- 
cepted by the Department of Navy as a justification for a set-aside 
with that firm which had been so certified by SBA? I mean, there 
are many instances of this nature, of perhaps some small aircraft 
plants that has seven or eight hundred employees, which compared 
with Lockheed or Boeing are very minimal companies in the field. 

Mr. Questa. In that particular situation, as you have described 
it, I think that the Navy probably would be more receptive to a set- 
aside if there were an additional nmber of small-business concerns 
that could be reasonably expected to submit a bid or proposal. 

Mr. Wrapock. Yes; I agree. I believe the regulations state that 
you have to have at least two responsible small-business companies 
before you can initiate a set-aside, but I am referring specifically and 
particularly to a case where—as you gentlemen, or most of you, are 
aware—the Small Business Administration does have the multiple- 
size standard, as far as financing and loan policies are concerned. 
Now, on occasion, when a company has been certified by SBA and is 
qualifying in the loan-policy area as a small business irrespective of, 
perhaps, having over 500 employees—I think in the steel industry 
they could have up to a thousand employees. Now, how would this 
effect the contracting officer’s determination as to whether or not 
they could fall into the small-business category for a set-aside? 

Mr. Qursrat. We would assume under those circumstances that this 
company would not fall in the small-business category unless we 
actually received a certificate from SBA indicating that that firm 
should be classified as smal] business for proc urement purposes. 

Mr. Weapock. Captain Curtin, did you have something to add 
there ? 

Captain Curtin. In the invitation to bid that is sent to all bidders, 
the criteria as to the small-business set-aside is set forth in the invita- 
tion to bid saying how a firm qualifies to be a small-business firm, 
for the purpose of their participation in the set-aside. 

Mr. Weapock. Is that just a matter of 500 and below and/or cer- 
tification by the SBA, contained in the bid form ? 

Mr. QuestaL. Well, the way the bid form works, it requires that a 
company can certify (1) that it has less than 500 employ ees, and (2) 
that it is not dominant in its field of operations. Those two criteria 
have to be there; or the concern has to receive a certificate from the 
Small Business Administration. 

Mr. Weapock. Have you run upon any such cases in recent months 
or since the adoption of the multiple-size standard by SBA? 

Captain Currin. We have had about three cases over at the Mili- 
tary Petroleum Supply Agency. Offhand, one was the Shamrock 
Oil. 

Mr. Weapock. What did you do about it? 

Captain Currin. They participated in the set-aside. 

Mr. Weapock. In the small-business set-aside ? 
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Captain Curtin. Yes; and another one, I believe, was the Onxy, 
and the Cosden. 

Mr. Weavockx. How many employees does Shamrock and Onyx 
have ? 

Captain Curtry. They were borderline cases. This SBA defini- 
tion will go to 1,000 people. The Small Business Administration in 
its criteria will apply to business firms not having more than 1,000 
people. Upon an investigation by SBA, Shamrock & Cosden were 
certified as small-business firms. 

Mr. Weapock. Just over the line of the thousand or the 500? 

Captain Curtin. Over the line of the thousand. 

Senator Smatuers. And they were still classified as small business 
under these conditions. 

Captain Curtin. Yes, sir. 

Mr. Weapock. Now, Captain Curtin, are these the only instances 
that you know of, in military petroleum ? 

For instance, in the steel industry, we had a problem come up re- 
cently. It was not in procurement. It was in the loan field where 
a company, because of the multiple-size standard, would now be classi- 
fied as small business. They had nine-hundred- ‘odd employees, but I 
was wondering if you got down to the Bureau of Supplies and Ac- 
counts, and out in some of the field purchasing activities, what they 
know about this new ruling? What happens in the field ? 

Captain Curtin. Mr. Counsel, what I would like to point out is 
that during the past year, the Bureau of Supplies and Accounts has 
held a number of regional conferences with their field purchasing 
activities. 'They have been driving home all these points. They en- 
deavor to keep their people up to date. In addition to the SBA 
certificates in the petroleum field, there are also two certificates issued 
in the electronics field. One was for an electronic procurement. It 
was down at the Aviation Supply Office, I believe, where a firm that 
had more than 500 employees and was not dominant in its field, was 
certified by SBA as small business. 

Mr. Weapock. For procurement purposes ? 

Captain Currin. Yes. For procurement purposes. To our knowl- 
edge, there have been about five specific cases. 

Mr. Weapock. So you are not concretely wedded to this 500 busi- 
ness, if in effect, SBA will certify that a company is not dominant 
in its field and for procurement purposes, should be classified as 
small business? Evidently you are not if we have had five instances. 
I just want to make it abundantly clear on this point. 

Captain Currin. I feel that the definition that we now have in our 
Navy procurement directive is functioning effectively. 

Mr. Weapock. That definition is 500, and not dominant in the 
field. 

Captain Curtin. Or certified by the SBA. 

Mr. Weapock. To the effect that it is small business ? 

Captain Curtin. Yes. That is right. 

Senator SMaruers. Let me ask you this, Captain. Recognizing— 
which I am sure the Navy does—that in certain fields it is desirable 
to have a number of suppliers in the event that an emergency arises, 
where you suddenly have to get a great deal more production quickly, 
more than would be ordinarily expected in peacetime, do you give 
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any consideration whatever, as a small-business representative to a 
firm which may have over 500 personnel but which nonetheless, is 
small in its field? In other words, it may be the smallest supplier of 
all the suppliers in that field but it may have over 500. You still 
do not consider that small business ? 

Captain Curtin. First, I want to say that we make every effort to 
advise all business firms, both large and small, of our requirements 
in the prime subcontract area. One of these projects is one that Ad- 
miral Clexton has been very active in—maintaining our mobilization 
base for any future emergency—to make sure we have enough sup- 
pliers for any future emergency. In fact, that is one of the big sell- 
ing points of the Navy small-business program. 

Senator Smatruers. Is to keep a lot of suppliers available in the 
event that an emergency arises and you may need them ? 

Captain Currry. And the second selling point of the program is 
that we get more competition through the program which brings 
down our cost. The third selling point is that it benefits the Nation’s 
economy. 

As far as advising small-business firms in these clinics that have 
been held throughout the country, we advise them what we buy; 
the special assistance given to small-business firms; and how business 
firms can qualify as small-business firms. We have had a number of 
inquiries from firms that have had more than 500 employees, inquir- 
ing as to how they can qualify as a small-business firm. They want 
to participate in the small-business set-aside program. 

Senator Smaruers. Right. That is just what we want to know. 
What do you tell them ? 

Captain Currin. Under our present ground rule, any firm that is 
uncertain of their status, they are referred to the regional small-busi- 
ness office in their area and that is the same answer that is given by 
navy contracting officers and navy small-business specialists through- 
out our pr ocurement organization. 

Senator SmaruHers. In other words, you don’t make the decision 
yourself. You say, take it up with the SBA? 

Captain Curtin. Yes, sir. 

Senator Smaruers. What does SBA tell them? 

Captain Curtin. They have agreed to this concept. I mean, this 
agreement was worked out between the small-business adviser to the 
Department of Defense with the SBA liaison representative to the 
Department of Defense, which brought together the Assistant Secre- 
tary of Defense, Supplies and Logistics, and the SBA Administrator. 
We signed this agreement; this is the way we proceed. 

Senator Smaruers. You do know of several instances where there 
has been some flexibility. First let me ask you—would you agree that 
there should be some flexibility in this rule that we now have with 
respect to the maximum figure of 500 personnel and the other rule 
that they are not dominant in the field? Do you think there is room 
for flexibility ? 

Captain Curtin. I felt that the existent definition we have now is 
quite flexible. 

Senator Smaruers. The rule you have now generally is, that there 
is a 500 personnel limitation, and that they are not dominant in the 
field. Now, you say you know of a couple of instances—I think you 
mentioned 1 in the electronics business—in fact, 2—where the Small 
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Business Administration had gone so far as to recognize and qualify 
these outfits, we will say, as small business, these firms which had over 
500 and were still not dominant in their field. That is some flexibility. 
You do not disapprove of that flexibility ? 

Captain Curtin. No. It is their responsibility to determine which 
firms are large and which firms are small and we are guided by their 
decision. 

Senator Smarners. All right. Did you want to say something, Mr. 
Questal ¢ 

Mr. Questa. I just wanted to add that we have the flexibility which 
you mentioned i in our current regulations, 

Senator Smarxers. You do? What regulation is that? Would 
you mind reading it? 

' Mr. Questa. This is from our procurement directives. It is in 
Navy procurement directive 34-001.21—A, general definition: 

A small-business concern is a concern that (1) is not dominant in its field of 
operation and with its affiliates, employs fewer than 500 employees; or (2) is 
certified as a small-business concern by the Small Business Administration. 


Senator Saaruers. Read that again. I am sorry. 

Mr. Questa (reading) : 

A small-business concern is a concern that (1) is not dominant in its field 
of operation and with its affiliates, employs fewer than 500 employees; or (2) is 
certified as a small-business concern by the Small Business Administration. 

Senator SmarHers. And you know of some instances—that if it is 
certified by the Small Business Administration, ‘lien you can eliminate 
the restriction, we will say, of 500 employees . 

Mr. QuestaL. That is right. 

Senator Swarners. You would agree would you not, that a small- 
business concern in one particular field may be somewhat different, 
relatively speaking, than a small-business concern in some other field 
There are certain types of business in which it is just almost impossi- 
ble to have less than 500 people; yet compared to your competitors 
and everybody else, you are still small. Is that not frequently the 
case in the procurement field? 

Mr. Quesrau. Yes, sir. 

Senator Smatuers. Thank you very much. 

Now, you go ahead, Captain. 

Captain C urTIN. One thing I want to say, Mr. Chairman, is that 
we have had no complaints as far as we know within the Navy, 
about this definition. 

In the Navy-Small Business Administration small-business  set- 
aside procedure, our joint efforts have been most beneficial to small 
business. Since July 1, 1956, Navy contracting officers have agreed 
to 1,397 more small-business set-asides than they did in fiseal year 
1956. These are the statistics set forth for your review. The admiral 
commented on these, so I will not repeat them. 

More than 22.8 perce a of the Navy contract awards to small busi- 
ness were effected through utilization of small-business set- = 

The above ONM comments cover the action taken by the Navy 
to comply with your committee’s recommendations. These recom- 
mendations have been most helpful to us in formulating a more effec 
tive small-business program. 
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During the fiscal year, the Assistant Secretary of the Navy for 
Material and the Chief of Naval Material have stressed the follow- 
ing points as a means for maintaining and increasing small-business 
participation in Navy procurement: 

First, that all Navy purchasing activities and the Navy Material 
Inspection Service implement in a more effective manner the exist- 
ing Navy procurement directives which cover the small-business pro- 
gram. Second, that progress payments are made available to small- 
business firms for all procurements which meet the criteria contained 
in NPD 31-001. 

On February 14, 1957, the Chief of Naval Materiel issued a Navy 
procurement directive which directs Navy small-business specialists 
to screen all proposed invitations to bid to insure that small-business 
requests for progress payments are not treated as a handicap in the 
award of Navy contracts. Third, that Navy contracting officers make 
increased utilization of small-business set-asides to the placement of 
their procurements. Fourth, emphasis be placed on the administra- 
tion of the Defense subcontracting small-business program, Navy 
small-business specialists and the Navy Material Inspection Service 
were directed by ONM instruction to work closely with those mili- 
tary prime contractors that have accepted the program and to aid 
them in the establishment of the program and in the preparation of 
the required reports. This action insured the timely submission of 
the initial semiannual subcontracting reports. 

Visits were also made by the Bureau of Aeronautics small-business 
specialists and my office to selected military prime contractors in va- 
rious geographical areas of the United States to observe first hand the 
operation of their program and to discuss any problem areas en- 
countered. Many of them have developed small-business aids and 
have held seminars to increase the effectiveness of their programs. 
Their comments and suggestions enable ON M to evaluate the program. 

The Bureau of Aeronautics has made a special effort to implement 
the Defense subcontracting small-business program in order to aid 
small-business firms to gain subcontracting opportunities with the 
major airframe and jet engine prime contractors. Their efforts have 
ins — the effectiveness of the program. 

The Navy feels that an effective and sound small-business program 
can be attained through vigorous leadership and administration, by 
affording small-business firms an equitable opportunity to compete for 
Navy procurements, through a more effective implementation of 
existing small-business policies and procedures in the prime and 
subcontract areas by the Navy’s procurement and small-business 
organization, and by the increased utilization of small-business 
set-asides by Navy contracting offers in the placement of their 
procurements. 

I believe that the above points are the proper basis for the future 
operations of the program. Much progress has been made by the 
Navy since April 1951, the beginning of our formal small-business 
program, in aiding small-business firms to participate in Navy 
procurement. Since that date, over $7! Y billion in Navy prime 
contracts have been awarded to small business, representing 20.3 
percent of the total procurement dollars spent for that 7-year period. 
In the future ONM and the Navy’s procurement and small-business 
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organizations will sincerely try to do their best in behalf of small 
business. 

I wish to acknowledge the fine assistance and cooperation which the 
Navy has received from your committee staff, the Department of 
Defense small-business adviser, the small-business advisors of the 
Army and the Air Force; the Small Business Industry Advisory 
Committee; the military prime contractors, and the representatives 
of the Small Business Administration. 

Senator Smatuers. All right, now. First may I say this, Captain. 
We thank you for your statement. I might say to you, Mr. Sec retary, 
that we have gotten very well acqu: Linted with C aptain Curtin over 
the last couple of years. Asa matter of fact, I think when he started 
over here, he was a lieutenant commander and we have been happy 
to see him gain two additional stripes in that time and we think they 
are very well deserved. We claim some improvement in him ourselves. 
I mentioned this before. The first time he got up here to make a 
speech, he was very hesitant and uncertain about himself and since 
that time he has gotten quite self- assured and he speaks decisively 
and downright persuasively and we claim some of the credit by having 
him here so much. We do understand he is going to a new job, 
and we will miss him in this particular work because we think he 
has made a very fine contribution. We hope the man who succeeds 
him will have the same dedication of purpose which C aptain Curtin 
has had and we want to say to him that, for the record, as a committee, 
we Wish him all kinds of success in the new job that he is going into. 
If he ever needs any endorsement from over here on the Hill, he can 
certainly get it from the Small Business Committee. 

Let me just say this, gentlemen. I have to go to a meeting where 
my presence is absolutely required, and it will last not longer ‘than 30 
minutes. I can be back here at 12:30. If it is satisfactory with you, 
we can proceed from 12:30 to possibly 1:30 and finish up as best 
we can. 

Now, would you prefer to do that or would it be your preference to 
recess until, possibly, 2:30? 

Mr. Banrz. I think it should be your preference, Mr. Chairman. 

Senator Smaruers. My preference would be to get as much done as 
we possibly can, so suppose we recess and get back here at 12: 30. 

(Thereupon, there was a 30-minute recess. ) 

Senator Smatuers. All right, gentlemen. Sorry I am late again, 
but it just has to be. Are there any questions by counsel? All right. 
Captain Curtin is on deck. Mr. Weadock is questioning. 

Mr. Weapock. Captain, referring back to these activities during 
the current year that the Assistant Secret tary, Mr. Bantz, and the 
Chief of Naval Material, Admiral Clexton, have stressed, included 
inthose points, does the Department of the Navy have a presolicitation 
check sheet, similar to that utilized by the Department of the Army 
and the Department of the Air Force? 

Captain Curtin. Mr. Weadock, we have not found the need for it. 
This form has been discussed with our Council of Navy Small Busi- 
ness Specialists, and in view of the fact we are already covering those 
functions, we did not feel that we had need for it. 

Mr. Weapock. Well, presumably, of course, the Army and the Air 
Force felt that there was some reason to engage in this additional 
exercise, and I don’t know whether a compar: ative analysis of the 
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percentages being awarded to small business by each service would 
indicate a sound ‘justific ation or not. However, I would like to sug- 
gest, if I may, that perhaps you do explore this check-sheet idea 
and give us an indication of whether or not you think it may be 
helpful to the Navy. 

Captain Curtin. We will—may I leave it this way? Would it be 
possible for the Navy to consider the use of the form and advise the 
committee ¢ 

Mr. Weapock. Certainly we do not want to suggest anything that 
is going to be additional paperwork or anything ‘of that ni: iture, but 
the Department of the Army, particularly, has pl: iced such emphasis 
on this, and felt that it has been so helpful to them, and, of course, 
we want to explore every possible avenue these days for increasing the 
awards to small business, especially when the increasing tec hnologics al 
complexities of these weapons makes them harder for “small business 
to make. 

Captain Currin. I am sure Mr. Askins will make available to us a 
copy, and we will evaluate it in the near future, and will advise your 
committee of our evaluation. 

Mr. Weapock. All right. Now, Captain, going on to another sub- 
ject, we have discussed with Secretary McGuire, as we have with Mr. 
Sharp and Mr, Higgins, and their st: affs, the matter of personnel prob- 
lems in the small-business- specialist area. Have you experienced simi- 
lar difficulties with your ratings and your cl: assifications or is this not 
as great a proble m in the Navy as it is in the other two services ? 

Capt: iin Curtix. One thing—well, first, to my knowledge, it has 
not been a problem, but I do wish to report that my deputy, Mr. (Jues- 
tal, was promoted this past year, as well as the Bureau of Ordnance 
small-business specialists. The Bureau of Ordnance small-business 
specialists’ promotion was especially timely because of the future in- 
fluence of the guided-missile program on our future procurements. 
Here are two instances that I know of, where our people were promoted 
upward. 

Mr. Wrapock. You are not losing any people as a result of the rat- 
ings that your current specialists hold? 

Captain Curtin. Not to my knowledge. 

Mr. Weapock. I wonder if you could tell us, very briefly, the extent 
and impact on small business of your open-end and call-type contracts 
in the Department of the Navy. Or would you rather have the Bu- 
reau of Supplies and Accounts develop that more completely? I pre- 
sume it would be that Bureau before which most of these matters 
would come ¢ 

Captain Fagan. Yes, sir. 

Mr. Weapock. If you want to defer that, we can wait, and perhaps 
take that up with them tomorrow. 

The last question I have, and I think perhaps, Captain Curtin, it 
would be best if your office would sparkplug the development of this 
information, concerns the statistics reflecting the number of contracts 
issued by the Department of the Navy, and since you won’t be furnish- 
ing us this for another month or so perhaps you could make it for the 
full fiscal year 1957, which it was necessary to later amend. In other 
words, you issue a contract for 10 or 15 million dollars and rather than 
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go out for another negotiation, or advertising, you merely open that 
contract up, amend it, and put more money into it and add more re- 
sponsibilities to it. So it becomes really an extension of the original 
contract. We asked this from the other services and we, of course, 
feel that this is very detrimental to small business, as it doesn’t get an 
opportunty to get in there. I wonder, since it will be a while before 
you get that, if you could cover the entire fiscal year 1957—the total 
number and the dollar value of contracts and what the amendment 


consisted of in the way of dollar value and additional responsibilities, 
and so forth. 


Captain Curtin. Yes, sir. 

Mr. Weapock. I think before we go on, Mr. Chairman, to the Office 
of Naval Research, I would like to ask Admiral Clexton a question 
concerning the testimony we received from him at an earlier hearing 
this year, which more or less—since it came from the admiral as Chief 
of Navy Material—might be assumed to be Navy policy. 

Admiral, you recall when we had our hearing in March concerning 
the weapon-system concept of procurement you were kind enough 
to appear and refer to a previous communication that you had fur- 
nished the committee on this subject, and you remarked at that time, 
and I quote from the hearing record of March 12 

Admiral CLExToN. My observation, as far as small business is concerned, is 
that the prime contractors’ policy is really the key to the small-business firm. 
If the prime contractors basically adopt the Department of Defense policy on 
small business and carry it out, the small-business concerns will get a fair share 
of this program, 

I would like to hand you that to glance at, Admiral, so there won’t 
be any misunderst: anding about it. 

What particularly interests the committee is whether or not this 
constitutes conclusive thinking on your part that subcontracting is 
really the prime target for small business as far as the Department 
of the Navy is concerned, or whether or not you equally believe in 
the prime contract program. Now, this is not intended to confuse 
you, Admiral, and, my assumption is that perhaps you were referring 
specifically to the weapon-system procurement rather than procure- 
ment, per se. 

Vice Admiral CLexton. I was. 

Mr. Weapock. I see. We are glad to have that confirmed. 

Vice Admiral CLexton. The prime target is the prime contract, 
the small business and set-asides, but I was addressing myself at that 
time to the fact that we were getting into sort of a weapon system 
and we were getting into more complicated weapons and therefore, 
a bigger part of our procurement dollar might go to the big manu- 
facturer. 

Mr. Weapock. Yes, sir. 

Vice Admiral Ciexron. Therefore, since more of our money was 
going under this system to the big man, our chance then, of keeping 
the small business up to the higher level where it had been was in 
the subcontract business. 

Mr. Weapock. Yes, sir. 

Vice Admiral Ctexron. And we wanted to proceed more vigorously 
in that area, in order not to lose any of the ground we now have. 
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Mr. Werapock. Well, we wanted to make sure that this referred to 
the weapon-system concept with which, of course, we would not take 
exc eption to your statement. 

Vice Admiral Ciexton. Yes, sir. 

Mr. Weapock. I have nothing further, Mr. Chairman. 

Senator Smatuers. All right. Thank you very much, gentlemen. 
Our next witness is Captain Metsger. 


STATEMENT OF CAPT. ALFRED B. METSGER, UNITED STATES NAVY, 
DEPUTY AND ASSISTANT CHIEF OF NAVAL RESEARCH 


Captain Merscer. I wonder if I might start by asking if you would 
care to have me abbreviate somewhat my statement. 

Senator Smaruers. I think that would be desirable, Captain, in 
view of the press of time. 

Captain Merscer. With your permission, I shall, sir. 

I am Capt. Alfred B. Metsger, USN, Deputy and Assistant Chief of 
Naval Research. 

I am honored to have this opportunity to discuss the program of the 
Office of Naval Research as it relates to small business. My discussion 
will pertain primarily to the work of the Office of Naval Research, 
which is one office among several in the Navy, which engage in a large 
amount of research and development procurement. 

The major contracting accomplished by the Office of Naval Re- 
search is done by (1) tee e of Naval Research, W: ashington, D.C., 
and (2) the United States Naval Training Device Center, Port W ash- 
ington, N. Y. Because the contracting programs of these two offices 
are quite different, the activities of each will be discussed separately. 
T shall discuss what we do in Washington. 

In discussing the procurement performed by the Office of Naval 
Research it is helpful to distinguish between the various categories 
which constitute research and development. The expression “research 
and development” includes many diversified activities; basic and 
applied research, feasibility and design studies, model and prototype 
development, and engineering tests. 

The purpose of basic research is the acquisition of new knowledge. 
Basic research generally is performed by fundamental scientists seek- 
ing new knowledge about nature’s laws and materials. Applied re- 
search is directed toward specific requirements which are believed 
attainable through the planned application of existing knowledge. 
Development is the process of reducing to practice the design data 
which result from research. Development is closely related to pro- 
duction in that it frequently deals with such factors as tooling, selec- 
tion of material, mass produceability, and other details which are 
associated with the production of an end item. 

Although the words “research and development”? commonly are 
used as a single expression, the type of work, equipment, techniques, 
and people used on a basic research contract are very different than 
those elements as applied to a development contract. 

The majority of the contracts awarded by the Office of Naval 
Research are in the field of basic research. ‘To the greatest extent, 
these contracts are awarded to universities and colleges because the 
majority of the Nation’s fundamental or “pure” research scientists are 
located in the universities and colleges. Support of basic research is 
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given to proposals having the greatest scientific merit, with careful 
consideration given to the competence of the scientists and to the 
facilities available for the research. 

Basic research proposals are not subject to competitive bidding since 
they are premised on creative new ideas, existing only in the mind of 
the scientist requesting contractual support, and in that sense are 
“proprietary.” Inasmuch as specific requirements and predetermined 
end results are not possible in basic research contracts, these contracts 
of necessity must be entered into by negotiation as an exception to the 
general rule requiring formal advertising. This was recognized by 

Yongress in Public Law 588, now codified in title 10, United States 
Code, which set up the Office of Naval Research. 

In addition to basic research contracts, the Office of Naval Research 
enters into a small number of applied research contracts and develop- 
ment contracts. In these awards the Office of Naval Research keeps 
an open door for new firms and for new ideas of naval scientific value 
from any source. We recognize that the “most competent” firm may 
not be the best known one. It is our policy to award applied research 
contracts and development contracts to the organization having the 
highest degree of technical competence for the performance of the 
type of work involved. A number of factors are involved here; the 
experience and qualifications of available scientific or technical 
people; the quality of the contractor’s organization, management and 
facilities; the contractor’s experience in the same or related fields; 
and where applicable, the contractor’s previous performance record. 

To arrive at a conclusion regarding the most competent firm for a 
given applied research or development project, it is the responsibility 
of the cognizant technical personnel of the Navy to search available 
sources of information concerning possible contractors. In the light 
of the specific requirements of the proposed contract, the technical 
people may consult with the small-business specialist and the con- 
tracting officer to obtain information and recommendations with re- 
spect to prospective contractors. In addition, each new procurement 
awarded by the Office of Naval Research is reviewed by the small- 
business specialist for determination and action as to whether proper 
consideration is being given to the potential of small business. 

A number of important and successful companies now active in 
defense and commercial work were supported in their “embryo” days 
by Office of Naval Research contracts and by research and develop- 
ment contracts awarded by other Navy bureaus and offices. Examples 
of individuals and concerns which received support from research 
and development contracts in their initial stages are: 

In the field of human engineering, Courtney & Co., established in 
1954 by Dr. Douglas Courtney as the Research Associates of Phila- 
delphia a so'e proprietorship. He is now enjoying an excellent repu- 
tation and a substantial program of grant and contractually supported 
research. 

The second field is applied psychological services. 

Photo Grammetry, Inc., started with work for this Office in 1953 
with a total of nine employees. At that time this office contracted with 
Photo Grammetry, Inc. for a study leading to the rapid reproduction 
of bulk graphic material. This has resulted in an integrated micro- 
graphic system. A model of this film processor has been constructed 
and is currently in use by Operation Deep Freeze. 
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I have a second example, in Documentation, Inc., in the field of 
naval sciences: 

John H. Carl & Sons started in 1947 in the development of applica- 
tion of hydrofoils to boats. In 1955, Mr. William P. Carl founded 
his own company, Dynamic Developments which is devoted to com- 
mercial production of hydrofoil boats. 

Another example in this field is the Altoscan Co. in Lansdowne, 
Pa. This company is applying the principles of the ducted fan and 
vectored slipstream to a mechanical tethered aerial] life device. At 
the beginning of ONR’s support to Altoscan they had five employees, 

An example of an industry in which keen competition has devel- 
oped as a result of Government support is the balloon manufacturing 
and launching industry located in the Minnesota area. Four com- 
panies have dev eloped in this field. They are Gener: al Mills, Inc., 
Winzen Research, Inc., G. T. Schjeldahl Co., and Raven Industries. 
Of these companies Winzen Research, G. T. Schjeldahl Co. and 
Raven Industries are small business. General Mills, Inc., Winzen 
Research, Inc., and Raven Industries have had prime contracts with 
the Office of Naval Research and the G. T. Schjeldahl Co. has had 
subcontract work in the balloon-manufacturing field. 

It is noted that in a number of cases small-business concerns, as a 
result of performing research and development contracts, have ceased 
to remain as small business because of the personnel growth required 
to accomplish the contract work. For example: First, Kaman Air- 
craft Corp. in 1949 consisted of 85 employees and facilities compris- 
ing 15,000 square feet of leased space received Navy contracts for 
research and development relating to helicopters and through sue- 
cessful work has advanced in helicopter operations to the point where 
this organization now employees 1,168 personnel and is occupying 
Navy facilities comprising 136,000 square feet together with leased 
facilities. 

Senator Smaruers. Let me ask a question right there. I direct this 
to anyone at the table who might be interested. When you start out 
with what is obviously small business and then get a Navy contract, 
such as you talk about here, this helicopter service, and by virtue of 
the contract which they get, they hire more people and then get over 
the 500 limitation, do they automatically in your minds drop out from 
any considerations given to small business thereafter? ? 

© aptain Merscrr. May I refer that to Captain Curtin? 

Captain Currin. Both large-business and small-business firms are 
invited to participate in Navy procurement. When a proper pro- 
curement is set aside specifically for small business, then only those 
firms that qualify as small-business firms are allowed to participate 
in the part that has been set aside for small business. 

Senator Smatuers. Yes. So the answer then is this. When they 
do get larger and they do get over the ceiling of 500, from that point 
on, they are not given the privileges of sm: all business any longer? 

Captain Currin. Yes, sir. 

Senator Smaruers. All right. Go ahead, Captain. 

— Merscer. The second example is Vitro Corporation of 
America. Briefly, they went from 280 employees in 1946 to 2,600 
employees now. 

The third example is Stavid Engineering, Inc., Plainfield, N. J. 
They went from 307 employees in 1952 to 900 employees today. 
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The fourth example is the Belock Instrument Co., College Point, 
N. Y. They went from 250 employees in 1951 to 1,124 employees 
today. 

All of the contracts awarded by the Office of Naval Research are 
negotiated since none of our procurements call for supply-type items 
or for other products wherein the end result can be described in spe- 
cific terms in such manner that sealed bids can be used. The Congress 
recognized the need for negotiated procurement for research and 
development both in the Armed Services Procurement Act and in the 
act establishing the Office of Naval Research. Both of the aforemen- 
tioned statutes authorize the negotiation of research and development 
contracts as an exception to formal advertising. Because of the rela- 
tively small number of contracts which are awarded by the Office of 
Naval Research in areas other than basic research, extensive central 
files are not maintained on prospective contractors in the same sense 
that bidders’ lists are established and maintained for supply procure- 
ments. Instead, each scientific branch maintains information on 
prospective contractors which may be qualified in a given field of 
research. 

Because of the nature of the Office of Naval Research procurements 
it is a rare exception when specifications are utilized in one of our 
contracts. We do not contract for items which appear on qualified 
bidders’ lists. Similarly, our procurements are not appropriate for 
the Small Business Administration joint-determination programs. 
The vast majority of Office of Naval Research contracts are of a cost- 
reimbursement type because this contract in most cases is the most 
practical type to achieve the flexibility needed to meet the unforesee- 
able difficulties and changing objectives which are inherent in the 
performance of research and development. 

Mr. Weapock. You say, similarly, our procurement is not appro- 
priate for the SBA joint determination program. Back on page 7, 
you say, “In addition each new procurement awarded by the Office 
of Naval Research is reviewed by the SBA specialist for determina- 
tion and action as to whether proper consideration is being given to 
the potential of small business.” 

Now, I have two questions here. In the first place, I want to know 
how does your small- business specialist know whether or not proper 
consideration is being given? What is proper? And then, in this 
matter of consideration there, if he is perhaps not going to go ahead 
and make a set-aside but if he finds that there are 5 or 6 small research 
outfits, and he coordinates with them, and with the SBA representa- 
tive, what actually does the consideration consist of 

Captain Metscer. All right. Let me start this, then I will ask Mr. 
Lincoln, our SBA specialist, to answer you. 

Mr. Weapock. All right. That will be fine. 

Captain Merscer. We do employ our small-business specialist. to 
review every procurement to determine whether proper attention is 
given by our various technical people to the potential of our small- 

usiness group in the United States. He is very effective. 

Now, as for the specific machinery of operation, let me refer to Mr. 
Lincoln, our small-business specialist. 

Mr. Lincoin. I would like to agree with the captain’s last state- 
ment on page 15, because a relatively small number of contracts 
are awarded by the Office of Naval Research in areas other than basic 
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areas. Extensive central files are not maintained on prospective con- 
tractors. We do not maintain these files in the office of the small- 
business specialist. They are maintained by the technical people and 
they are forwarded—the brochures that we do receive and the others 
we receive from people soliciting contracts, are forwarded to our 
technical people and they maintain them. 

When the procurements come through the office for awards, I do 
review each new procurement as it comes through to see that the small 
businesses in this area have been properly represented and solicited. 

Mr. Weapockx. Why don’t you do that, Mr. Lincoln, before the 
proposal goes out ? 

Now, we realize—the captain says that you don’t advertise, so you 

-annot have a set-aside if you are going to negotiate all these things, 
but, rather than waiting until the contracts come back in or the pro- 
posals come back in, why don’t you do that before the proposals go 
out, that is, screening the list from the technical branches to make sure 
that, in fact, small businesses are contacted and are r equested to submit 
proposals ? 

Mr. Lincoitn. Well, this is generally done before they go out. The 
technical people call the full “letter of the instruction on the award 
in research and development contracts. When they are awarding 
the contract, the negotiator is brought into it before he goes out on 
solicitations, and, at that point, the negotiator has the opportunity 
to interject additional firms. 

Mr. Weapock. But do you have the opportunity—— 

Mr. Lincoin. If small business is not represented at that time, he 
will see that they are represented. 

Mr. Weapock. In collaboration with you? 

Mr. Lincotn. Yes. 

Mr. Weapock. This is before the award ? 

Mr. Lincotn. This is before the award. This is prior to the award. 

Mr. Wrapock. When you say “prior to the award,” I assume every- 
thing is back in, sitting on the desk; we are just about to move in and 
say, “XYZ gets it.’ ‘My point is this, Mr. Lincoln: Before you go 
out to the XYZ and the ABC companies, that, at that particular time, 
you say, “Now, look; here are four people up in Beltsville, Md., that 
can handle this. Let’s ask them to come in, too.” Rather then, as I 
understand this—I may be wrong, and I am certainly subject to Hy 
rection if I am, but when you just say “just be fore the award,” 
appears that it is a fait accompli at that point as to who is going to S 
solicited to submit proposals—everything is over with, and you 
look at it just to make sure that small business hi uppened to be included. 
I imagine the whole and sole decision at that time actually rests on who 
made ‘the best proposal, technically. 

Captain Merscrr. Maybe I can answer that by saying there is con- 
stant interaction between the small-business speci alist and our tech- 
nical officers and people. The organization is not a very large office. 
Of course, only a small percent of the work done by our Office is re- 
ported here, which is amenable to a determination of this kind. I 
said, earlier, the largest proportion of our work is done at the univer- 
sity and colleges which, by definition, are not small business, but they 
do seem small business in the sense we deal with them. 

Mr. Lincotn. There were a total of 21 actions in the first 10 months 
of 1957 which fell into this category in our organization. 
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Mr. Weapock. Into the category where small business could have 
participated, do you mean ? 

Mr. Lincotn. Well, where the technical people asked for assistance 
in negotiation ; where they were going out on procurements; before 
they went out they came to the negotiator and told him of the pro- 
posed procurement and brought him into the procurement picture at 
that point. 

Mr. Werapock. Well, Mr. Lincoln, I am having a little difficulty 

understanding just where the small-business specialist fits in. You 
have the technical man going to the negotiator, and I want to get you 
in there between them someplace. 

Mr. Lincoxtn. I am, sir. 

Mr. Weavock. At the time that the technical people determine what 
their requirement is, then, before the negotiator goes out and solicits 
proposals, do you sit down and have a talk with the negotiator ? 

Mr. Lincoxn. Yes, sir. 

Mr. Weapock. You say, “Now, look, we have these companies that 
I want you to give a chance to, and send them a request for a proposal,” 
They are sms all, but you have looked over the source list. You think 
they can do the job. 

Mr. Lincoin. As I said, we do not maintain that list of companies 
available. I simply see that there has been proper representation by 
small-business concerns in these procurements. 

Mr. Wravock. How do you see that? How do you determine that ¢ 

Mr. Lixcoin. By the number of companies that they are adver- 
tising this procurement for—that are going out on this procurement. 

Mr. Weapock. If you don’t know who these small-business com- 
panies are, how can you see can you determine that they are 
smal] business ¢ 

Mr. Lincotn. Well, we know the size of the company when they 
go out and make a determination then, that there has been a suffi- 
cient number of small-business concerns represented in the people 
they are going out to. 

Senator Smarruers. Let me see if I can follow you. You say there 
were 21 actions which fell within what we call the small-business 
category. Is that right? This was in fiscal 1957. Was that not 
your statement there ? 

Mr. Lincoin. Yes, sir. 

Senator Smatruers. All right, now. Who made that determina- 
tion as to whether or not they were in the small-business category ¢ 

Mr. Lincoin. The negotiator made the determination of the size 
of the company. 

Senator Smaruers. Wait a minute. Let’s not talk about the com- 
pany. Let’s talk about this. As I gather it, you said that, among 
these prospective awards that could be made, there were 21 wherein 
it was decided that it could possibly go to small business. Is that 
not what you said ? 

Mr. Lincotn. No, sir. I said there were 21 actions in our or- 
ganization during the first 10 months, that were negotiated with sev- 
eral companies, for which small business had a definite opportunity 
to participate. 

Senator Smarners. Well, then, in other words, there were 21 ac- 
tions in which you determined that small business could participate. 
Is that right? 
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Mr. Lincoxn. Yes, sir. 

Senator Smaruers. I am paraphrasing it a little bit, but is that 
not the sense of what you are saying? 

Mr. Lincoxn. Yes, sir. 

Senator Smaruers. All right, now. Who determines that? 

Mr. Lincotn. The technical people make the determination—make 
the selection of the contractor. 

Senator Smaruers. Now, wait a minute. You are getting off on 
the contract again. I am trying to keep you, if I can, focused on 
the determination part, as to what can be considered as suitable for 
small business. Maybe I misread you, but I am trying to find out 
how you determine in the first instance whether it could possibly be 
handled by small business, or that possibilities exist for — busi- 
ness in certain contracts. Now, what I want to know is: Who de- 
termines that in your department? We will take out the universi- 
ties—that is not small business, as we understand it. We assume 
that there are some that you look over and say, “All right; we are 
going to let $50 million worth of contracts to do a certain thing in 
research and development, and this particular one could be done by 
small business—smal] business might do that.” Is that not a logical 
conclusion ¢ 

Mr. Lincoun. Yes, sir. 

Senator Smaruers. All right. Let me finish with Mr. Lincoln so 
we understand each other. Mr. Lincoln, do you follow that kind of a 
procedure ? 

Mr. Lincoxtn. Yes, sir. 

Senator Smatuers. All right. Then do you sit with those people 
at the time that these prospective awards are determined, that then 
could go to small business? Do you have a part in that? 

Mr. Lincoxn. Yes, sir. 

Senator Smatuers. And this is before they are ever sent out for bid 
or anything like that? We are just determining now what area 
could be handled by small business ? 

Mr. Lincoxn. Yes; that is right. 

Senator SmaruHers. And you do sit with them? 

Mr. Lincoun. Yes, sir. 

Senator SmatuHers. And you speak up for small business? 

Mr. Lincoun. Yes, sir. 

Senator Smaruers. And you go over that particular prospective 
contract and you say, this could be handled by small business ? 

Mr. Lincotn. Yes, sir. 

Senator Saratuers. All right. Then after that, do you say that 
in these contracts, as they are let out or negotiated, that there are some 
small businesses within the group of prospective contractees—those 
who are going to get it? 

Mr. Lincoxin. Yes, sir. 

Senator Smatuers. You do that? 

Mr. Lincoun. Yes, sir. 

Senator Smatuers. All right. Does that clear up your question or 
not ? 

Mr. Weapvock. Yes, sir. To a great extent. I would like to ask 
this, however, when the technical people come out with their list, do 
you just look at that list and say, “Well, there are four small business 
companies on there so it looks O. K.,” or do you say, “Look, I know of 
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six other small firms I would like to add to that list”? I mean, do 
you take an active part in this, Mr. Lincoln, or do you merely assure 
yourself that, on a list of maybe 10 companies that the Technical 
Division is sending down to the negotiator, that there happens to be on 
that list a couple of small businesses, or do you, in conjunction with the 
negotiator, from some unlisted source come up with some other small 
companies to suggest to that negotiator ¢ 

Mr. Lincoun. I have come up with other sources and added to their 
list and they have gone out, and these additions have been successful in 
procurements. 

Mr. Weapock. Fine. That is what we hoped was your function, 
that you were working with the negotiator before he went out for a 
request for proposal. ; 

Now, Captain, you seem to want to say something. 

Captain Curtin. Mr. Chairman, I want to point out that since 
fiscal year 1955, the percent of procurement suitable for small busi- 
ness has been going up, and in fiscal year 1955, 52.8 percent went to 
small business. In fiscal year 1956, 80.9 percent went to small business, 
and for the first 11 months of this fiscal year, 84.9 percent of those pro- 
curements in small-business potential, went to small business. 

Mr. Weavock. In ONR (Office of Naval Research) ? 

Captain Curtin. Yes, sir. In ONR. 

Captain Metscrr. Let me add some more figures. The total amount 
contracted for by the Office of Naval Research for the first 10 months 
of the fiscal year 1957 was $52,520,000. This consisted of 2 separate 
contracting activities. Twenty million dollars was contracted for by 
the training device center and $62,320,000 was contracted for by 
the Office of Naval Research in Washington. The amount contracted 
for by the Office of Naval Research, Washington, includes two large 
development programs. ‘These are the aircraft instrumentation pro- 
gram and earth satellite program known as Project Vanguard. 
The total dollars obligated for the 10-month period for these 2 pro- 
grams amounted to $29,117,000. 

The contract research program consisted of $24,525,000 which was 
appropriated directly to the Office of Naval Research and $8,642,000 
transferred from other Government agencies such as the Army, the 
Air Force, and the Atomic Energy Commission. This totaled 
$33,203,000. Of this amount, 78 percent went to education and other 
nonprofit organizations and 22 percent went to commercial concerns. 
Of the awards to commercial concerns, 69 percent went. to large busi- 
ness and 31 percent to small business. 

With regard to the programs I excluded from the above statistics 
I would like to digress for a moment. concerning Project Vanguard. 
The contract for the launching vehicle had to be awarded to a concern 
capable of the development and assembly of large and complicated 
missiles with the extensive facilities and technical personnel required 
for this work. However, there are seven other prime contracts that 
have been awarded in this program. Four of these are with small 
business. One was for the satellite sphere itself. It was awarded to 
Brooks & Perkins, Detroit, a small-business concern which was in 
direct. competition with the Dow Chemical Co. The other three 
small-business concerns awarded prime contracts in the Vanguard 
program are (1) Radiation, Inc., Melbourne, Fla., for automatic 
data recording and reduction facility; (2) Raymond Engineering 
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Laboratory, Inc., Smith Street, Middletown, Conn., for development 
and fabrication of satellite release mechanism; and (3) Technical 
Appliance Corp., Sherbourne, N. Y., for minitrack ground station an- 
tenna arrays. 

All of these contractors play an important role in the successful 
launching of the earth satellite. It is further interesting here to 
note that on the prime contract with the Martin Co. for the laune hing 
vehicle, 67 percent of the subcontracts awarded have gone to small 
business representing 24 percent of the total dollars subcontracted, 

The training devices center contractual awards (both production 
and research and development) for the 10 months ending April 30 
totaled approximately $20 million of which 13.4 percent went to 
small business. 

That concludes my statement, sir. 

Senator Smatruers. All right, Captain. Thank you very much. 
It isa good statement. Let me ask you this question now. When you 
enter into your contract with a company to provide you with some 
sort of a mechanism, which we will call a development contract, do 
you get from that company at the same time, an explanation of the 
engineering data and how it is operated, so that you might be able 
to take that information that you get and contract that around to 
other businesses, or do you tie yourself up with just this one company? 

Captain Merscer. Essentially, all the work done by the Office of 
Naval Research, Mr. Chairman, is in the research area and some in 
development, but none in production. Therefore, we only go so far 
as the completion of the development job. 

Senator Smaruers. All right. Suppose we are developing some 
mechanism that goes into the satellite program we will say, and you 
let a contract with some concern, and they come up with something 
that looks pretty good, and you think you are going to put it into 
production. Then, i in the operation which you run, do you as a prac- 
tice, get from the company that develops this mechanism, a complete 
explanation of how to make it and what goes with it; all the details, 
so that possibly, if there were some other company later, which wanted 
to build it—this may be pretty unfair to the development company, 
I don’t know—but let’s assume you paid them out for their job; that 
you could take these plans which have been given to you, which you 
paid for, and possibly contract this work out to other concerns? 

Captain Merscer. Unfortunately, the answer to this question is 
in my statement. I did not read it, sir. 

Senator Smatuers. Don’t read it. Just say yes or no. 

Captain Merserer. In the case of Vangu: ard, we gave no thought to 
having a design made here, then taking it somewhere else to have it 
reengineered for their production, and produc ‘ed. We don’t have the 
tie-in; we don’t have the split-second timing. We must get that up 
at the earliest possible moment. Of course, this would involve serious 
delay, having a design made here, tested and approved and evaluated 
and reengineered at the production facilities, and so on. Since we 
do not do production work at ONR, except to the Training Division 
area alone, we do not normally take this approach in this sense. We 
are just proving ideas to this point, and stopping there. We don’t 
even have the design, usually, that is suitable for any kind of a draft. 

Senator SmaTiers. Well, you say that you don’t have the design 
suitable for any kind of a ‘draft. “When you go out for a dev elop- 
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ment contract, don’t you expect them to develop some item which in 
and of itself is complete—an item which can be used possibly, by 
itself or in conjunction with some other item which in itself, is sus- 
ceptible of being produced possibly not only by the firm which devel- 
ops it, but by somebody else ¢ 

C aptain Merserr. Mr. Chairman, the Bureaus of the Navy do the 
development work in preparation for production. We do not go any 
further than a demonstration of feasibility of an idea. We do this 
with what is called a bread-board type of equipment—just enough 
equipment put together, hair-wire fashion—so as to prove that the 
concept will work. It is then given to a Navy bureau for real devel- 
opment, engineering and production. 

Senator SMarue rs. When you give it to the other bureau, at the 
time you give it to them, do you have a complete explanation of the 
idea and all the detailed data as to what goes into it and things like 
that, so that, if the next bureau which gets it wants to put it out for 
mass production, we will say, with some other concern, why, they 
i have that information 

Captain Merscrr. No, sir. 

Senator SmMaruers. You don’t do that ? 

Captain Merscrr. No. 

Senator Smaruers. Why don’t you do that? I don’t know for 
certain that it is a good idea. On the surface, it certainly seems it 
would be, but why don’t you do some thing like that ¢ 

Captain Merscer. In any development, Mr. Chairman, of a com- 
plicated new scientific tec hnical idea, this is t..e only way we operate, 
except in the training classes. You have to go through—no matter 
where you do it—first, with a ‘ste ige of fiddling around in the labora- 
tory, to prove the feasibility of the cone ept. You do it with a bread- 
board arrangement. In a chemical laboratory, you do it with test 
tubes. It is not the production-run equipment at all, where you try 
to design specific equipment to do this laboratory test. Even if this 
is done. by a bureau, it goes through this stage. We never go beyond 
that stage. 

Senator Smaruers. All right, let me just follow one step further 
now, and I think we can leave it. 

Why is it not a good idea when you give X company this develop- 
ment contract, and they come up with an idea after fiddling around 
with it, as you said, bread-boarding it or what-have- you, and it is 
a good, workable idea. They probably put out, maybe, one prototype 
of it, and it works. 

Captain Merscer. No; we don’t get that far with it. We do not 
produce a prototype. 

Senator Smaruers. All right. That answers my question then. 
All right, Mr. Weadock. 

Mr. Wrapock. I would like to ask the captain this. You say the 
total amount contracted, Captain Metsger, for fiscal year 1957, the 
first 10 months, was $82 million. Then you went on to break that 
figure down into your 2 separate contracting activities, the Train- 
ing Device Center, which you say gave 13.4 percent to small business 
and which would leave $62 million expended by ONR here in Wash- 
ington. And you further broke that down into $29 million for both 
Vanguard and your instrumentation program. Now, what would be 
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your all-over percentage? You did state what the overall percentage 
was for research and development in the Department of Defense. 

I was interested in ONR, itself, aside from the bureaus—what ONR 
was contributing to this total. 

Captain Metscer. I can give you part of the figure and if I may 
have your permission, to submit the overall figure for the record 
later. We do have it. We sorted out our small-business potential, 
and find 87 percent of the small-business potential alone, has amounted 
to $5.5 million. 

Mr. Weapock. Out of the $80 million ? 

Captain MetsGer. Yes, sir; $4.8 million or 87 percent did go to 
small business. Now, for the overall figure, Mr. Lincoln ? 

Mr. Lincotn. From the statistics that I prepared for the com- 
mittee, Mr. Chairman, excluding those contracts of Naval Research 
and Development, $56.1 million was awarded to commercial concerns. 
Of this, 8.5 percent was awarded to small business. 

Mr. Weapock. What did you say about $56 million being excluded 4 

Mr. Lincotn. Of $82.3 million total contracted for by the Office 
of Naval Research, $26.2 million went to educational and nonprofit 
organizations. 

Mr. Weapock. I see. Which we will just leave out of the potential 
entirely, of course. 

Mr. Lincoin. Yes. 

Mr. Weapock. Then your final figure is 8.5 percent ? 

Mr. LaincoLn. 8.5 percent, of the $56 million that went to small 
business. 

Mr. Weapock. Thank you very much, Mr. Lincoln. 

Captain, in furtherance of the colloquy that you and the chairman 
had a minute ago, we can assume then, as far as ONR is concerned, 
that whenever you have a research contract, which eventually will 
result in a production contract via turning it over to the Bureau, that 
it is pretty much of an exclusionary situation, because the fellow that 
is going to produce it for the Bureau is the fellow who researched 
it for you. Isthat right? 

Mr. Lincoxtn. No, sir; that is not correct. We purchase informa- 
tion. We purchase information, then we publish it. This informa- 
tion then would be the basis for someone to develop end items. 

Mr. Weapock. Well now, you have something in mind, certainly, 
materialwise, when you spend $82 million for various information. 
I mean, presumably, this is directed toward an end item of some 
nature. 

Captain Metserr. May I suggest the $82 million is made up of 
several parts, and only a certain part of our program—82 percent 
with Vanguard, which is a specific job and training devices, which 
are a specific province, but in our contract research program for 
universities and colleges and nonprofit institutions, we buy informa- 
tion which is the basis for the forward move of naval work. 

Mr. Weapock. Leaving basic research and proceeding on to applied 
research, which ONR engages in I presume, it would be our under- 
standing that this would in fact be directed toward some ultimate 
end item, the improvement of an existing system or something, or 
perhaps designed to come up with a new concept or a new machine 
or anew weapon or a new missile of some nature. 
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Now, is ONR completely out of that, with only the bureaus address- 
ing themselves to that type of rese: eh 

Captain Mrtscer. The type of research you describe is done ex- 
clusively by the Bureau. The approved product, the approved missile, 
and so on. 

We would define applied research in my statement as being di- 
rected toward specific requirements whic h are believed attainable 
through the planned application of existing knowledge. We brought 
out the existing knowledge. In very few exceptions do we do any- 
thing in what you call applied research, 

Vice Admiral Ciexron. Maybe an ext unple would help here, 
Captain Metsger. For instance, there is at al] times a need of vetting 
longer range reception in water, of sound. The Office of Naval Re- 
search would give i type of contract to those people who are best 
qualified in the area of underground water sound. They would re- 
search for may saa several years on this and go through the entire spec- 
trum of sound, from one cycle all the w ay down to another cycle, and 
allthe way up. They would then come to the Office of Naval Research 
and indicate to them the area that would give the very best sound re- 
ception, and maybe other areas that would give medium good recep- 
tion, and those that were poor. That type of inform: ition would be 
furnished to us, and the information would all be turned over to the 
jureau of Ships who then would go into a complete applied research 
and development program to produc e a device to put on a submarine, 
which would, some day, get a much better sound reaction in the water. 

Mr. Wravock. So, then, Admiral, as far as actually getting to the 
end of this activity, where you do finally come out with a sonar device 
or whatever it is, that happens long after ONR has been in and out of 
it, right ? 

Vice Admiral Ciexron. That is right. I would say in the one 
example I just gave it would be 5 years after ONR smal ed the basic 
information that the Bureau of Ships would come up with a device on 
a submarine that would use that basic knowledge that nobody else 
ever had before. 

Mr. Weapock. I think probably that it is the bureaus we want to 
talk to about this particular matter. 

I have nothing further, Mr. Chairman. 

Senator Smaruers. All right. Thank you very much. 

Now we come down to the Marines. It would appear that the 
Marines are last. In most instances, they are first. What do you 
say about us going ahead and finishing your statement, then we won’t 
have a meeting this afternoon. Does that suit you? 

Vice Admiral Crexron. Mr. Chairman, I would like to leave at 
this time. 

Senator Smaruers. Certainly, Admiral, but let me say this before 
you do, in connection with this whole problem. I think it would be 
a fine thing if everyone understood small business a little better in 
this entire economic picture. If you people in your jobs in the Navy 
can keep in mind helping small business stay alive, then we have 
nothing much to fear. We know you have c omplications coming into 
the picture, but I chiash you have demonstrated this morning that 
you do have that concern, and I think the statistics presented here 
reflect that. too. 
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Vice Admiral Ciexton. I think we have a sort of unique — in 
that we have today outlined our organizational structure of the Navy 
in great detail, to indicate to the committee that we have what I would 

call an immediate action system, in getting small business into our 
wank. We do not have layers of people. “We do not have a lot of 
redtape. Our small-business people are working with the people who 
actually do the work here and make the contracts, and through me and 
Mr. Bantz, we are in daily contact on this program. 

Senator Smaruers. Fine. Well, I am satisfied that you are con- 
cerned about it. That is the principal purpose of these meetings, and 
then too it is reflected in these statistics, and so I think you have done 
a good job. I thank you very much for coming. 

Vice Admiral CLexron. Captain Fagan can represent me. 

Senator Smatruers. Fine. 

General Bethel, you may go ahead. 


STATEMENT OF MAJ. GEN. ION M. BETHEL, QUARTERMASTER 
GENERAL, UNITED STATES MARINE CORPS 


General Berne. Mr. Chairman, and members of the committee, I 
am Maj. Gen. Ion M. Bethel, Quartermaster General, United States 
Marine Corps. I realize that it might be thought by some as taking 
up somebody’s time for the Marines to come up here, because we are 
pretty small when compared with these rich Navy bureaus—brothers 
of ours, here—but we think our business is just as important to us as 
anybody else’s business is to them, and we certainly appreciate your 
consideration in embodying the Marine Corps. 

Senator Sararuers. Gene rally, it is usually the Marine Corps that 
does things just right. 

You may proce ed. General. 

General Berner. Mr. Chairman and members of the committee, I 
appreciate the invitation and am happy to be here with you today. 
It is a pleasure for me to discuss the Marine Corps small-business pro- 
gram and small-business participation in our procurement. 

First, let me say that the Marine Corps small-business program is 
a part of the Navy small-business progr: am. My small-business spe- 
cialist is a member of the Navy Small Business Council under the 
immediate direction of Captain Curtin, United States Navy. Our 
small-business policy is set forth in Navy procurement directives and 
is the same policy followed by the bureaus of the Navy. 


MARINE CORPS PROCUREMENT AND SMALL BUSINESS ORGANIZATION 


The Marine Corps has a total of 14 procurement offices. With the 
exception of our main procurement office here at Headquarters, Marine 
Corps, and the one at the Marine Corps Supply Activity in Philadel- 
phia, the procurement responsibility of these offices is limited to 
maintenance and operating requirements for their respective posts or 
stations. 

Each of our procurement offices has a small-business specialist as- 
signed to it. These small-business specialists have the same function 
and responsibility as all Navy small-business specialists and their 
duties, functions, and responsibilities are set forth in Navy procure- 
ment directives. 
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Further required implementation of this policy is disseminated to 
our field procurement offices by directives from the Commandant of 
the Marine Corps and personal contact by myself, my procurement 
officer, and my small-business specialist. This policy and the imple- 
mentation thereof has produced very satisfactory results. 

In this regard I would like to point out that the majority of Marine 
Corps procurements are within the small-business potential. This is 
due to the fact that the majority of our complex military-type items, 
which because of their nature are produced only by large firms, are 
procured for us by one of the other services. 

I would now like to go into a little more detail regarding the opera- 
tion of our procurement activities, our small-business specialist role 
in the procurement process, and in other areas in which the committee 
has indicated an interest. 


PROCEDURES FOR SCREENING PROCUREMENTS BEFORE SOLICITATION 


When procurement requests are furnished to one of the procure- 
ment offices they are given first to the small-business specialist. He 
reviews the procurement in all its aspects, including consultation with 
technical and fiscal personnel regarding quantities, specifications, de- 
livery requirements, etc. He consults with personnel of the procure- 
ment office and helps prepare a prospective bidders list to see that 
small firms are adequately represented. He discusses the procurement 
with the contracting officer relative to set-asides for mad business as 
well as any other points where he feels small firms may find it difficult 
to be competitive. 

The Small Business Administration representative reviews each pro- 
curement over $10,000 estimated cost to determine if set-aside action 
should be taken and initiates such action if he feels it is proper under 
the circumstances. 

Our small-business specialists continue to review and monitor all 
procurements until an award is made to insure that small firms have 
every opportunity to compete for our procurements. 

The foregoing procedure is followed in all procurements, negotiated 
or advertised, and classified or unclassified. I am convinced that this 
procedure insures that every consideration is given small firms that 
desire to sell to the Marine Corps. 


CRITERIA USED FOR DETERMINING THOSE ITEMS SUSCEPTIBLE OF ACCOM- 
PLISHMENT BY SMALL BUSINESS 


As I have stated previously, practically all items purchased by the 
Marine Corps are susceptible of production by small business. Since 
this is true, we experience little difficulty in making any determination 
whether an item can or cannot be supplied by a small firm. For those 
few cases where there is any question, the small-business specialist 
consults with our technical personnel, procurement personnel, and com- 
mercial concerns to determine whether the item can be produced by 
small business. 

It is our policy to solicit small firms on all procurements even though 
the items to be procured do not appear to be susceptible of manufac 
ture by small business. 
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POLICY REGARDING SELECTION OF BIDDERS LISTS 


Our bidders list is maintained in the procurement office. All per- 
sonnel concerned with procurements have access to it. Our list is 
maintained on both a commodity and a manufacturer basis by a cross- 
reference card system. 

It is our policy to solicit bids from each firm on our bidders list 
regardless of whether the procurement is advertised or negotiated. 
The small-business specialist takes an active part in the selection of 
bidders lists and he adds firms to the list when he feels additional 
small firms might have an interest in the procurement. He also se- 
cures additional small-firm names from the Small Business Adminis- 
tration for inclusion on bidders lists. 


CRITERION USED IN SELECTING FIRMS TO BE SOLICITED WHEN BIDDERS LIST 
IS ROTATED 


In a very few cases we sometimes find it impracticable for adminis- 
trative reasons to solicit bids from every firm on our bidders list. 
Sometimes they are too large. This situation occurs very infrequently 
and occurs only on commercial-type items which are hi andled largely 
by dealers rather than direct sales by manufacturer. When this situa- 
tion occurs, a representative list of both large and small firms are 
solicited for the procurement. 

The small-business specialist participates in the selection of the 
firms to be solicited to insure adequate small-firm representation. Sub- 
sequent procurements of the same item are solicited from other firms 
on our list, both large and small, and in this way all interested firms 
are given an equal and fair opportunity to participate. 


FORMALLY ADVERTISED PROCUREMENT VERSUS NEGOTIATED PROCUREMENT 


In the area of method of procurement, I feel that our policies and 
procedures have been very advantageous to small business. During 
the period of July 1956 through April 1957, we have awarded 51 
percent of our dollars after formal advertising and 49 percent after 
negotiation. Small-business firms received 72 percent of the dollars 
awarded after formal advertising and 52 percent of the dollars 
awarded after negotiation. On an overall basis, of all dollars awarded, 
small firms received 62 percent of the total. 

I feel that these figures reflect an effective small-business program 
and indicate that small firms are receiving a fair share of Marine Corps 
dollars. 


POLICY RELATING TO USE OF SPECIFICATIONS AND THE DETERMINING 
FACTORS PERMITTING DEVIATIONS 


The Marine Corps uses published Federal and military specifica- 
tions if at all possible. In some cases when such specifications are not 
available we draft specifications or purchase descriptions to cover the 
item. In a few cases we find that it is completely impracticable to 
draft a specification due to a lack of technical knowledge or due to 
the fact that a particular item is being procured for test purposes. 
A similar situation exists when we purchase an item on a onetime basis. 
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It is our policy not to make purchases using a manufacturers trade 
name or model number and the words “or equal”; however, we do find 
it very practicable to do this in a few instances which invariably fall 
into one of the foregoing categories and which invariably are common 
items of commercial manufacture. 

Deviations requested by contractors during the course of perform- 
ance are handled on a case-by-case basis, depending on the nature of 
the deviation, such as nonavailability of raw materials or components, 
changes in design characteristics, substitutions of better or equal 
quality materials, waiving of test requirements, etc. The decision to 
grant such deviations is “influenced by such factors as urgency of 
delivery, difference in cost to the Government and the contractor, and 
the qualitative effect the requested deviation will have upon the equip- 
ment or material. 

Deviations or exceptions to specifications appearing in bids are also 
handled on an individual case basis. However, the determining 
factors in such a situation are whether the specification is restrictive 
in nature, whether the allowance of the exception requested would be 
prejudici: al to other bidders, and to what extent the deviation would 
affect the quality of the material being procured. 


POLICY REGARDING “SOLE SOURCE” ITEMS 


The Marine Corps makes very few “sole source” procurements. By 
close and realistic attention to specifications and technical require- 
ments, we are able to contain this type of procurement to test items, 
spare parts, and genuine proprietary items of that nature. 


POLICY REGARDING PROGRESS PAYMENTS TO SMALL BUSINESS VERSUS 
PROGRESS PAYMENTS TO LARGE BUSINESS 


The Marine Corps follows the Department of Defense policy in 
making progress payments to contractors. It is our policy to include 
an inappropriate clause in our solicitations to inform bidders of the 

vailability of progress payments in order that they may request this 
ee of financing in their bids. This clause is used in solicitations 
where: (1) the period of beginning of work and required first deliv- 
ery will exceed 6 months; or (2) when unusual circumstances will 
require substantial accumulation of predelivery costs that may have a 
material impact on the contractors working funds. When this clause 
is used our solicitations also state that all bids will be evaluated on an 
equal basis, requests for progress payments notwithstanding. Since 
the receipt of authority to perform this type of financing, we have not 
lost a nickel of the millions of dollars paid out. 

Through April of this fiseal year we have not denied such payments 
to a single small-business firm. I might add that we are proud of the 
expeditious manner in which these payments are handled once we 
receive invoices from the contractors. Our goal is to have a payment 
check in the mail not later than 3 days after receipt of the invoice. 


EXPERIENCE WITH SINGLE SERVICE PROCUREMENT 


The Marine Corps does not have any assigned procurement respon- 
sibilities under the coordinated procurement program commonly 
known as the single service procurement program. I am, therefore, 
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unable to present to the committee any information on this subject as 
it pertains to small business. 


EXPERIENCE WITH QUALIFIED PRODUCTS LIST 


At the present time the Marine Corps has the qualification test. re- 
sponsibility for only two items in this category. The qualified bidders 
on one item are all small firms; and on the other, 2 of the 8 qualified 
suppliers are small firms. The latter item is a component of our body 
armor and involves considerable engineering and preproduction costs 
to produce. Also, it requires experience and knowledge in the pro- 
duction of similar items. Due to these factors, only two small firms 
have found it to their advantage to become qualified to produce this 
item. 

Of course, we utilize in our procurements quite a number of Federal 
and military specifications which include qualified products list pro- 
visions. Our technical personnel, small-business specialists, and pro- 
curement personnel render every possible assistance to any firm that is 
interested in becoming a qualified producer on any qualified produc ts 
list. We have had no complaints from small firms that the use of a 
QPL specification has had an adverse effect. 


COMMENTS ON COOPERATION WITH SMALL BUSINESS ADMINISTRATION 
(DOD 4100.9, NOVEMBER 14, 1955) TO INCLUDE JOINT DETERMINATION 
(SET-ASIDE) PROGRAMS, CERTIFICATES OF COMPETENCY, STAFFING PAT- 
TERN OF SMALL BUSINESS SPECIALISTS, ETC. 


Department of Defense Instruction 4100.9 of November 14, 1955 sets 
forth the policy of the Department of Defense and its relations with 
the Small Business Administration. The Marine Corps believes this 
is a good and workable policy and I am happy to report to the commit- 

tee that we feel we enjoy ac ‘lose and harmonious relationship with the 
Small Business .\ ministration. 

One of their representatives, Mr. I. E. Peterson, reviews our pro- 
curements here in Washington and he has displayed an exceptional in- 
terest in the problems and needs of small business. He has also been 
most cooperative and helpful in furnishing any information we re- 
quest from him pertaining to small firms. Mr. Peterson works closely 
with my small-business specialist and my procurement personnel and 
together they have achieved what I believe is an effective set-aside 
program. 

The Small Business Administration has never issued a certificate of 
competency in connection with a Marine Corps procurement; there- 
fore, I will not discuss that subject. 

I mentioned in my opening remarks that we have a small-business 
specialist assigned to each of our 14 procurement offices. While 
other activities within the Marine Corps make small local purchases 
from time to time, there is no requirement for a small-business special- 
ist in these units as their procurement activity is confined to the under 
$1,000 area and is concerned with commercial, off-the-shelf-type items 
in their immediate locality. 

Gentlemen, I have covered a lot of ground in a relatively short 
period of time and of necessity have not elaborated on details. I shall 
fe happy to answer or have my procurement officer and small-business 
specialist answer any question that you may have. 
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Senator Smariers. I want to read back two sentences from your 
statement, for the record. On page 5, you say: 
It is our policy to solicit small firms on all procurements, even though the 


items to be procured do not appear to be susceptible of manufacture by small 
business. 


And the second one: 


It is our policy to solicit bids from each firm on our bidders list, regardless of 
whether the procurement is advertised or negotiated. 

I think those two statements hit at the crux and heart of the prob- 
lem, and when you do that, then, obviously, small business has no com- 
plaint ; small business is being well consider ‘ed, and I think it is dem- 
onstrated by the fact that you say that 62 percent of all the dollars 
which are spent by the Marine Corps go to the small-business con- 
cerns. I wonder if you would care to introduce for the record, your 
all bahinaien specialist. 

General Bernren. My small-business specialist, Mr. Chairman, is 
Maj. E. C. Dresbach, Jr. 

Senator Smaruers. Major Dresbach. 

General Berne. He is full time in the Procurement Office, and he 
is the procurement officer who spends most of his time in the small- 
business activity. 

Senator Smatuers. We appreciate that. The record reflects that he 
is doing a good job. 

General Berner. My procurement officer is Mr. McLain, who has 
had, I think, from 15 to 20 years’ experience in procurement. 

Senator Smaruers. That is fine. 

General Berne... He is also a Marine Reserve officer. We will put 
him in uniform when we get in trouble. 

Senator Smatuers. I hope he doesn’t have to go back any time soon. 
We appreciate your statement, General. It is a fine statement, and 
we know that small business is being well considered by the Marine 
Corps. The Marine Corps, being small, probably has some sympathy 
with small business. I think that is reflected here. 

Captain Currin. Mr. Chairman, that increase made in small- 
business set-aside is—the Marine Corps last year placed $2,424,000 in 
set-asides. This year, so far, they placed $5,378,000. They doubled 
the dollar value of the set-asides that they made last year. 

Senator Smaruers. Don’t you think that is a fine effort? 

Captain Curtin. Yes, sir. It is. 

Senator Smatuers. Why don’t you get some of these other outfits 
to do as well, Captain? IT know they have different problems, but I 
think the Marine Corps shows a difference ; they put out all their bids— 
they let small business bid on them all. Maybe they cannot even 
make it; maybe they don’t even want to but at least, thoy give them 
the opportunity : ; that is the crux of the matter. Thank you very 
much, General. We very much appreciate your coming ee 

We will be in recess until tomorrow morning at 10:30, when we 
will have as our first witness, Admiral Mumma, Chief, — of 
Ships. 

(Thereupon, at 2:15 p. m., the hearing was adjourned until Friday, 
July 12, 1957 at 10: 30 a. m.) 











SMALL-BUSINESS PARTICIPATION IN GOVERNMENT 
PROCUREMENT—1957 


FRIDAY, JULY 12, 1957 


Unirep Srates SENATE, 
SELECT COMMITTEE ON SMALL BUSINESS, 
SUBCOMMITTEE ON GOVERNMENT PROCUREMENT, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:05 a. m., in room 
457, Senate Office Building, Senator George A. Smathers presiding. 

Present : Senator Smathers (presiding). 

Also present: Robert L. Weadock, William D. Ames, professional 
staff members, and Philip F. Jehle, counsel. 

Senator Smaruers. This is a continuance of the testimony of the 
Navy officials concerning the programs being conducted in the various 
Navy bureaus. Our first witness this morning is Adm. A. G. Mumma. 
I understand Admiral, that you are accompanied by Captain Wake- 
man, head of your contract service, and Mr. Chemsak, your small- 
business specialist. 

Admiral Mumma. Yes,sir. 

Senator Smaruers. We are very happy to have all of you here, 
Admiral Mumma. You may proceed. 


STATEMENT OF REAR ADM. A. G. MUMMA, UNITED STATES NAVY, 
CHIEF, BUREAU OF SHIPS; ACCOMPANIED BY CAPT. P. F. WAKE- 
MAN, DIRECTOR OF CONTRACTS DIVISION; AND M. CHEMSAK, 
SMALL-BUSINESS SPECIALIST 


Admiral Mumma. Mr. Chairman, I am very pleased to have this 
opportunity to acquaint you with what the Bureau of Ships is doing 
to assist smal] business. 

Ship construction, conversion and repair, and associated equipment, 
are the major procurement responsibilities of the Bureau of Ships. 
In these fields, it is our constant objective to afford small firms an 
equal opportunity to compete on procurements for which they are 
qualified. We aggressively encourage their participation in our pro- 
curement programs. Where consistent with sound business practice, 
we set aside all or part of certain procurements for competition among 
small firms only, following determinations made jointly with the 
Small Business Administration. We want to make certain that they 
obtain a fair share of our business. We construe this term to mean 
all the business small firms can, with our active assistance, obtain. 

Insofar as prime BuShips contracts are concerned, however, there 
are some limiting factors. In dollar value, more than 80 percent of 
the Bureau’s contract awards are for such items as construction and 
conversion of combatant ships, propulsion machinery, reactor com- 
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partment components and diesel generators. Small firms do not have 
the requisite facilities to produce such items. Contracts of more than 
$1 million for such items represented 81.7 percent of our fiscal 1957 
procurement dollars through April of this year. This trend is increas- 
ing, as the Navy changes over from conventional power and ordnance 
to nuclear power and missiles. The complexity of new weapons is 
reducing our prime contract opportunities for small firms. 

Another BuShips limiting factor is the fact that we do not have 
procurement responsibility for less complex, or shelf-type, items 
which can be readily procured by formal advertising, with little or 
no technical review by the Bureau. Jurisdiction over such procure- 
ments is vested in the Bureau of Supplies and Accounts. BuShips 
is basically an enginering, rather than a procurement, organization. 

A large number of standardized items for use aboard ship are 
procured by field purchasing activities such as the Ships Parts Con- 
trol Center, General Stores Supply Office, lectronics Supply Office 
and others. It is the Bureau’s policy to reduce, where feasible, the 
number of items of Government-furnished material in ship work, 
By placing maximum responsibility upon the shipyard, we reduce 
our administrative costs and minimize scheduling difficulties. 

Contracts for boats and landing craft have, in the past, been awarded 
almost exclusively to small ie ards. Procurement in this field has 
declined from $12 million in fiseal 1955 to $3,500,000 in fiseal 1956, 
and to about $1 million in fiscal 1957. 

All of these factors have tended to reduce the percentage of BuShips 
procurements which small-business firms are qualified to undertake. 
In fiseal 1955, our small-business potential was 22.2 percent of total 
BuShips procurements; in Rise al 1956, it was 18.3 percent, and in 
fiscal 1957 through April, 15.2 percent. 

However, the increasing effec ‘tiveness of the Bureau’s small-business 
program is best illustrated by the steadily increasing percentage of 
our small-business potential actually being awarded to small firms. 
In fiscal 1955, this was 61.4 percent or $84,190,000; in 1956, 65 per- 
cent, or $116,700,000, and in 1957 through April, with 2 months’ 
awards still to be included, it was 71.1 percent or $110,840,000. Thus, 
despite the decline in our small-business potential, the dollar value 
of Bureau small-business awards appears to be increasing. 

I would like to emphasize that particular point, Mr. Chairman, that 
in spite of the fact that the potential has been shrinking, not only has 
the percentage, but the dollar value has been increasing so that we feel 
that our program has been particularly effective in spite of the shrink- 
ing potential. 

Our success in this field is due to the cooperative efforts of all hands 
in the Bureau and in particular, to the effective work of the Office 
of Small-Business Specialist. This office was created in 1951 as part 
of the Office of the Chief of Bureau. In other words, he is on my spe- 
cific staff. Since that time, it has become an invaluable source of as- 
sistance to small-business firms throughout the country. The small- 
business specialist and his assistant examine prospective procurements 
with one objective, to insure that qualified small firms obtain a fair 
opportunity to participate. Descriptions of unclassified procure- 
ments are forwarded for listing in the Daily Synopsis of Government 
Procurements issued by the Department of Commerce; procurement 
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briefs are distributed to the field office of the Small Business Admin- 
istration. 

Small firms are provided, upon request, with the names of certain 
prime contractors, such as shipyards, to enable them to compete for 
subcontract work. As a result of invitations extended by the Bureau, 
many of our prime contractors have agreed to participate in the De- 
partment of Defense subcontracting program. By joint determina- 
tions with a resident representative of the Small Business Adminis- 
tration, all or part of suitable procurements are reserved or set aside 
for small firms. 

The small-business specialist, in a typical year, receives over 1,000 
inquiries from small firms, and interviews daily numerous representa- 
tives of such firms, arranging further discussions, as appropriate, 
with technical and procureme nt personnel. By this means, the names 
of many new qualified small firms are added to our bidders’ lists. 

The small-business specialist heads a continuing program to indoc- 
trinate Bureau personnel in the ever-present need for enlarging the 
procurement opportunities of small firms. From time to time, official 
notices or reminders are circulated in the Bureau. Recently, Captain 
Curtin of the Office of Naval Material and the Bureau sm: ill-business 
specialist, Mr. Chemsak, held several seminars in the Bureau of 
Ships. These were attended by several hundred of our technical 
and procurement personnel. I am informed that, judging from the 
lively question and answer periods that followed, Bureau personnel 
have an active and continuing interest in small-business problems. 

We are making progress in providing new opportunities for small 
business in research and development, as well as in the production 
field. In fiseal 1957 through April small firms received research and 
development awards amounting to $5,748,000, or 13.2 percent of the 
total dollar value of such awards. I might add parenthetically there, 
Mr. Chairman, that this does not include approximately 8 percent 
which further goes to nonprofit and educational institutions, like 
universities, and so on. 

Many of our best companies, however, are being absorbed by large 
firms which are, or become, Bureau contractors. For every dollar that 
was formerly awarded to these firms as small business it now takes 
$2 in additional awards to small firms to maintain a constant volume 
of small-business awards. In other cases, small Bureau contractors 
have expanded their operations and have themselves become big busi- 
ness. We have a lengthy roster of such firms, and it is becoming 
increasingly difficult to replace them with equally qualified small 
firms. 

I shall now discuss certain topics upon which the subcommittee 
has requested my comments. 

In screening procurements before solicitation, the small-business 
specialist examines procurement documents to "determine whether 
small-business firms can furnish the materials or services requested 
and, if so, whether such firms are included on the list of proposed 
bidders. If no small firms, or an insufficient number, are included, 
steps are taken to remedy this deficiency. These include review of 
bidders’ lists, consult: ation with technical codes having jurisdiction, 
and publicizing the precurement to interest -small firms unknown to 
the Bureau. 
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In determining whether items to be procured are susceptible of 
accomplishment by small business, the Bureau first ascertains if such 
items have, in the past, been produced by small firms and whether 
small firms have been found qualified and placed on the bidders’ lists 
and past procurement history on similar items. Technical personnel 
analyze the complexity of the item in terms of facilities and manpower 
required to produce. Any doubt is resolved in favor of small busi- 
ness, and publicizing is resorted to in an effort to locate competent 
small firms. 

Technical personnel having jurisdiction select the appropriate bid- 
ders’ list. The small-business specialist insures that small firms 
are adequately represented on the list. 

The Bureau of Ships does not follow a policy of rotating its bidders’ 
lists. The entire list of qualified bidders is normally used in the pro- 
curement of each item. In the case of procurements involving volu- 
minous drawings or specifications, preliminary inquiry letters are sent 
and formal invitations are sent thereafter only to firms which respond 
favorably. 

Small firms have an equal opportunity to obtain awards, whether 
advertising or negotiation procedures are employed, provided the 
procurement is within the capabilities of small business. The bidders’ 
lists on suitable negotiated procurements, in particular, are carefully 
reviewed to see that qualified small firms are well represented. 

Specifications are prepared and used with a view to obtaining the 
Bureau’s requirements and at the same time encour aging maximum 
competition. Care is taken to avoid deviations or changes which 
would restrict or exclude small-business participation. Where changes 
are made during the procurement process, all bidders are given an 
opportunity to revise their bids or quotations in light of the changes. 

Prior to solicitation, the Bureau carefully reviews apparent sole- 
source situations, with a view to obtaining competition from other 
qualified suppliers. Procurements are publicized with this objective. 
I would like to add there, Mr. Chairman, that we are no happier with 
sole-source procurements than are those who are attempting to broaden 
the base of small business. We always make every effort to have mul- 
tiple source for our procurements, not only because it gives us addi- 
tional sources available in times of emergency, but it gives us cheaper 
and more competitive negotiation or contract aw: ards if the procure- 
ment is advertised. In a recent instance, we were able to award con- 
struction of some lifeboats to a small New Jersey firm, after helping it 
to obtain Coast Guard approval of plans. This firm competed suc- 
cessfully with a large firm which had previously obtained virtually all 
awards in this field. 

The privilege of progress payments is extended equally to qualified 
small-business and large-business firms, in procurements where such 
financing is indicated. A notice of the availability of progress pay- 
ments is included in the invitation. 

In this Bureau’s experience, single service procurements generally 
have neither an adverse nor beneficial effect on small-business partic- 


ipation. We process such procurements in exactly the same manner 


as our own requirements. 

The Qualified Products List is a useful device for assuring essential 
quality and performance in instances where the length of time involved 
in testing makes it impracticable to test after award of contract. 
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There are many small as well as large firms on our Qualified Products 
List. We publicize complete information on any new item, or new 
procurements of items, in the Qualified Products List category. In 
the Bureau of Ships, firms whose products are under test at the time 
of procurement are given an opportunity to compete pending the out- 
come of the tests. 

The Bureau of Ships maintains excellent relations with the Small 
Business Administration. SBA representatives are invited to Bureau 
procurement conferences and are assisted in obtaining data on which 
to base requests for set-asides. In fiscal 1957 through - April, 256 joint 
determinations were made. The majority of the set-asides requested 
by the SBA representative have been approved. 

Where a small-business firm, although low bidder, is determined to 
be not qualified because of a lack of financial or technical competence, 
the SBA representative is notified. SBA then affords the small firm 
an opportunity to request a certificate of competency. Any such cer- 
tificate issued by SBA is aceepted by the Bureau. With a few excep- 
tions, SBA has generally agreed with our findings. 

I would like to commend the m: uly competent small firms through- 
out the country which are making a significant contribution to the 
work of the Bureau of Ships. We now have 25 small shipyards 
building small ships, boats, and landing craft for the Navy. Numer- 
ous other small firms are engaged in e slectronic s, research and develop- 
ment, and other allied fields. I assure you that we shall continue, as 
in the past, to afford these and other qualified small firms every oppor- 
tunity to participate in BuShips procurements. 

And now I would like to introduce Mr. Chemsak, our small- 
business specialist, and Captain Wakeman, our director of contracts, 
who will be glad to share in answering any questions you may have. 

Senator Smaruers. Thank you very much. That is a very fine 
statement. We do have some questions. 

Mr. Weadock, would you like to start off these questions? 

Mr. Weavock. All right, sir. Admiral Mumma, in our letter to 
either Secretary Bantz or Admiral Clexton, I don’t recall which, we 
asked for some indication about the staffing pattern of your small- 
business specialist concerning your internal organization. I don’t 
recall anything here in your statement which reflected exactly where 
he fits into the picture; how many subordinates he has to go through 
before he reaches you, if the occasion demands, and I wonder if you 
would comment on that for us? 

Admiral Mumma. He has direct access to me through Captain 
Wakeman. In other words, on a small-business item, in case there 
is a controversy on it, Captain Wakeman would not step in his way 
of being directly in touch with me. As you know, Captain Wakeman 
is a direct member of my staff so that there is no one between ( ‘aptain 
Wakeman and me, and so there is only one short echelon removed 
from the top control. 

Mr. Cuemsak. If you want any information on the stafliing— 

Mr. Weapock. I would like, for the record, information as to how 
this thing breaks down. I think you have an assistant, don’t you? 

Mr. Cuemsak. I have an assist: unt, grade 11, and a secretary. We 
are assisted in our clerical work in replying to letters by our Pro- 
curement Information Office, which has been in existence since 1950. 
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I might add that the Bureau takes a little pride in the fact that prior 
to the inception of the small-business program, we set up an office 
called the Procurement Information Office, which I had the honor 
of heading. The office was set up to aid small business and others; 
then the small-business program fit right into it, so that office is an 
adjunct to our small-business office in circulating literature, bro- 
chures, and replying to them. I get to review those. That is staffed 
by a GS-11 bus vess specialist and 4 clerical help. So they are an 
adjunct to our office in replies and interviews and maintaining files. 

Mr. Weapock. Could you forward to us that inform: ition—just 
how this thing dovetails in your own operation ? 

Mr. Cuemsak. Yes, sir. 

Mr. Weapock. Admiral, near the bottom of page 1 of your state- 
ment you say: “Small firms do not have the requisite facilities to pro- 
duce such items.” What criteria has been established to determine 
what the exact requisite facilities are to do these jobs? For instance, 
do you have certain makes and models of machinery or tools that are 
required, or exactly what? Can you have a different combination of 
equipment perhaps, than what the Navy thinks is essential, and still 
remain a capable small firm? You say the exact facilities, or the 
requisite facilities. Do you use some sort of yardstick that you hold 
up and say: “You have to have 6 turret lathes and 4 drill panies " 
and so on, or can the complexity of those facilities vary to a great 
extent ! 

Admiral Mumma. As you say, Mr. Weadock, they vary radically. 
For example, it depends upon i item; and we have our industrial 
engineers who are capable of reviewing the facilities of a firm and take 
the manufacturer of a diesel engine. It is a very complicated affair. 
If a man had lathes and a casting foundry, he could probably produce 
pistons, but he probably could not produce the whole diesel engine, 
including the forgings, and so on. So that it might be possible for 
the major contractor to farm out those smaller items to small business 
where they had limited facilities, but it would not be possible to do 
the major procurement because to produce a diesel engine, for ex- 
ample, would require not only the lathes, the foundry, “the for ging 
facilities, but the major machine tools and all of the other complicated 
equipment that you rarely find in a firm that small, with 500 people. 
So that it would be an impossibility to ask a small firm to attempt to 
do a big job, like a diesel generator. 

Mr. Weavock. Well, we have had some experience, Admiral, with 
firms who have performed admirably on a particular item and then 
something else comes up and they are told, “Well, now, you really 
don’t belong i in this field,” and so ‘forth. “You are not competent: to 
operate in this field.” 

I wondered what these requisite facilities were that. you say small 
firms do not have to produce certain items; whether this was a hard 
and fast thing, or whether you judge it—— 

Admiral Mumma. No. There is complete flexibility, depending on 
the individual case and item to be procured and if it 1s a complicated 
piece of mechanism, and there is a borderline question, we actually 
investigate that particular firm to see if we think it can produce it, and 
they usually agree with us when we finish our survey. 


Mr. Weapock. All right, sir. 
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On the second page, Admiral, you have a statement that says 
“BuShips Is basically an engineering, rather than a procurement, or- 
ganization.” Now, in this stage of the operation, we have had experi- 
ence where ‘by the engineers or the technical personnel—we will use the 
terms synonymously- often designate, at that level, in the develop- 
ment of their requirements, from whom the item is to be procured. 
They would make that suggestion to the contracting officer. This is 
srobably because they have had experience with an item m: imufac tured 
yy a certain company before. Not necessarily that that company is 
the only one that could make it, but they have had experience with 
them and this pretty well negates the small-business participation 
right at that level. By the time it gets to the contracting officer and 
the small-business specialist it is pretty much a fait accompli. The 
engineering people have pretty well decided who is to get it and they 
have so recommended. 

What is being done, or what do you propose to do to counteract a 
development of that nature, which we know to have existed in certain 
instances in the past. 

Admiral Mumma. Well, I must admit that you would not ordinarily 
expect the average engineer to go searching for a small-business firm 
on his own. 

Mr. Weapock. That is true. 

Admiral Mumma. To do a job, when he knows he has a competent 
big firm that can do this job. 

Mr. Weapock. Yes. 

Admiral Mumma. But Mr. Chemsak is our watchdog in this regard. 
He looks at every procurement from this point of view, and he is 
empowered if nec ‘essary—and many of them have come to my atten- 
tion—to bring out the fact that he believes that this item is improperly 
channeled to ‘big business and it is an item that can well go to small 
business, and I think our record and our increasing percentage of 
awards of the total potential is an indication that we are effective in 
this line; that he is actually doing a remarkable job in extracting for 
small business a much higher percentage of the potential than we 
have been able to do he ewes, and our program has been improving 

ach year in spite of a shrinking potential both dollarwise and 
pere entagewise. 

Mr. Weapock. Well, a dollarwise increase, of course, might possibly 
be attributable to the fact that you are spending more dollars. 

Admiral Mumma. I don’t believe it would amount to any particular 
increase; no. I don’t think that is contributable for that reason. 

Mr. Weapock. Thank you, Admiral. Further on, on that same 
page, you say: 

It is the Bureau’s policy to reduce, where feasible, the number of items of 
Government-furnished material in shipwork. 

Now, I am certain that you are aware that the committee has been 
a little skeptical about the weapon system concept of procurement, 
principally in the Air Force. We have felt that small business gen- 
erally gets a better break if it can come in like a first-class citizen and 
sit down with a Government contracting officer and get a contract 
direct from the Government. You say you try to get away from 
Government-furnished material. You turn it over to your prime and 
he in turn subcontracts. Now, would you say that the double profit 
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that would be involved might more than offset these administrative 
costs that you are saving, which you point out here in your statement? 

Admiral Mumma. Well, we usually find that it actually comes out 
cheaper in the long run because of the fact that our procurement is 
pretty well regulated : as regards the methods that we can use. I think 
some of the firms are less inhibited than we are by procurement regu- 
lations, and they have methods of extracting—conducting auctions, 
if you will and extracting more and more money from “their sub- 
contractors in a fashion that we do not practice to the same degree, 
That is one possibility of making a saving, and there are certain 
arrangements of long association between firms that oce asionally 
facilitates this thing. So that I have a feeling that, generally speak- 
ing, we would not, except in a multiple-ship program of large magni- 
tude, make an appreciable savings by the Government furnishing the 
major components. In many cases we have to. For example, where 
Government is furnishing the machinery for nuclear area, we have 
to do things like that, because no one is in a position to take the respon- 
sibility for doing the whole job; but as soon as it becomes a standard 
item of procurement, we would prefer to have the contract or have 
the responsibility for the procurement and the installation of all of 
the major components along with the completion of the ship. It 
permits better scheduling and it gives us a unified concept of the ship 
to a better degree than if we do it piecemeal and put in components 
here, there, and everywhere. 

Mr. Weapock. I still think your statement here was only one side 
of the coin. 

Admiral Mumma. Thatisright. It is not the whole story. 

Mr. Weapock. You reduce your administrative costs and you mini- 
mize your own Bureau sc heduling difficulties by passing them on. It 
would be interesting to know the other side of the coin, especially in 
view of the fact that we have historically felt that small business—at 
least, they personally don’t feel that they get quite the same shake 
out of this that they would if permitted or privileged to deal directly 
with the Navy ona prime contract basis. 

It would be interesting to know, and I have no way of judging how 
it could be measured, what this additionally costs i Navy; turning 
everything over to a one weapon system contractor, or a ship contrac- 
tor, and letting him accomplish this eaedinniaal and becoming 
involved in these different profit tiers. How this could be resolved 
statistically or percentagewise, I am afraid I don’t have the answers. 

Now, Admiral, when you say that your contracts for boat and land- 
ing craft have gone almost exclusively to the small shipyards, I won- 
der if it would be possible for, let’s just say, over the last 2 fiscal years, 
which would involve some $414 million, for Mr. Chemasak’s office to 
let us know how many contracts have gone to small shipyards and how 
many are given to large shipyards. 

Admiral Mumma. Well, I can give you a breakdown, for example, 
at the present time, of the number of firms that hold contracts for 
small ships. It is not an absolutely complete list. Of the total 9 
firms that are building small ships, 8 of them are small business. 

Mr. Weapock. This is fiscal 1957, Admiral ? 

Admiral Mumna. These are ones currently in process, and they 
include as far back as, I believe, 1954 programs: but they are cur- 
rently in process and of 45 of such small ships, only 11 of them are in 
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a firm that can be classed as big business. The other 34 are in small 
business. 

Mr. Weapock. Well, that is hardly “exclusively,” is it, Admiral ? 
I mean, what is the total—44 ¢ 

Admiral Mumma. No. I have not covered boats and landing craft. 

Mr. Weapock. I see. Then what was that you gave us, Admiral? 

Admiral Mumma. These are small ships, like minesw eepers 

Mr. Weapock. I see, sir. 

Admiral Mumma. And, asa matter of fact, the only yard that is not 
small business is the one in Bellingham, Wash. ‘They are not very 
much bigger than small business but they are somewhat. 

Mr. Weapvock. Yes, sir. 

Admiral Mumma. Then, in the area of the firms holding the con- 
tracts for small boats and landing craft, and these are such as 17-foot 
atamarans; 36-foot LCVP’s; 24-foot lifeboats; torpedo retrievers; 
andsoon. We have 18 of these firms that are small business and there 
are only 3 of them that are big business. 

Mr. Weapock. Well, would the same apportionment hold true as 
far as the total dollars going to those firms ? 

Admiral Mumma. Yes. 

Mr. Weapock. So, if it were $21 million, 3 million would be going 
to large and 18 to small ? 

Admiral Mumma. That is right, sir. 

Mr. Weapock. All right, sir. 

Senator Smaruers. Let me ask a question, Mr. Weadock. 

Mr. Weapock. Yes, sir. 

Senator SMATHERS. ig pa, generally speaking, do you remember 
how many shipyards the Navy was using in one form or another in 
1944-45 or during the height of World War II? Do you have any 
idea ? 

Admiral Mumma. I don’t believe I could give a very meaningful 
estimate because it would depend upon size. If we included every- 
one that was building boats, it would get up into the thousand; maybe 
as many as a thousand. 

Senator Smarners. Would you care to estimate how many of that 
thousand? I know that you would not have in your head the exact 
figures; we would not expect you to—but of those 1,000 shipyards, 
what percentage of them or how many of them would be classified as 
small business? Just your estimate. 

Admiral Mumma. Oh, I would have estimated that during the war, 
not too high a percentage of them were small business. They were 
before and they were after, small business, because I think m: iny of 
them hired over 500 people pretty quickly, and I would have suspected 
that fundamentally well over half of them would be small business. 

Senator Smaruers. Well your statement that they were not small 
business because of the war; in other words, the Government contract 
which they sought, which they wanted, and which they were perform- 
ing, took the matter out of the categor y of small business. Then, as 
you say, they dropped back to small business when that contract was 
completed ? 

Admiral Mumma. Yes, sir. 

94187—57——17 
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Senator Smatiers. Then, essentially, you recognize that these firms 
are small business? They just happen not to be small business dur- 
ing the period of time when they are operating under Government 
contract. Is that not correct 4 

Admiral Mumma. That is right. 

Senator Smarners. You said there are about 1,000. Do you have 
any idea how many shipyards the Navy is dealing with today ¢ 

Admiral Mumma. I would estimate, offhand, something of the order 
of magnitude of 100, sir. 

Senator Smatuers. Of 100% 

Admiral Mumma. Yes,sir. Total. 

Senator Smaruers. It increased tremendously during the war ? 

Admiral Mumma. Yes, sir. The reason for this is again pretty 
obvious, I think, Mr. Chairman. During the war the total employ- 
ment in the shipbuilding industry was about 1,700,000 men. 

Senator Smatuers. Right. 

Admiral Mumma. Now, the total employment in the shipbuilding 
industry 1s only about 200,000. 

Senator Smatuers. Right. 

Admiral Mumma. Nationwide. So there is a factor of 8 to 1 right 
there. 

Senator SmarHers. Right. And it is a matter of concern to you 
as the Chief of the aati au of Ships, as well as this legislative group, 

that there should always be a sufliciently broad base of shipyards 
available in the event that another emergency should arise. Is that 
not correct / 

Admiral Mumma. That is correct, Mr. Chairman. 

Senator Smaruers. So if an emergency should arise and if the 
requirements again were to go as high as they were in 1943, 1944, 
and 1945, you would have to go up about 8 to 1 from what it is today, 
at least. That is just simple ar ithmetic. So therefore, as you said, 
it becomes very important that we keep available shipys ards, as many 
shipyards as you can, in order to — oe in the event—when 
I say yourself, I mean protect the Navy—in the event an emergency 
arises. 

Admiral Mumma. Yes, sir. 

Senator Smatuers. That gives meaning and justification does it 
not, to this whole small-business program as far as you are concerned; 
does it not ? 

Admiral Mumma. It certainly does. It is a very important factor, 
Mr. Chairman. 

Senator SmatHers. Now, when you see that a small shipvard 
liable to be squeezed out, in competition with a big shipyard, know- 
ing of the need to maintain as many small shipyards in the event of 
emergency as you can, do you feel that it is sort of your duty to pos- 
sibly lean more favorably on the side of what is the small eee 
even though it might be competing in contracts with the big ship- 
yards? 

Admiral Mumma. Yes, sir. There are two factors that are in- 
volved there, sir, that I am going to mention. One of them, of course, 
is the fact that we are being pressed continuous ly to do more straight, 
competitive advertised bidding which makes more and more readily 
available to big business, such procurements. On the other hand, we 
have attempted and we have been quite successful in the Navy’s ship 
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procurements and small-boat procurements to break the procurements 
into sufliciently small packages, that it does have a tendency to spread 
the work. That has cost us a little bit in actual cost of the items but 
it has given us better delivery, and it has given us a broader base on 
which to build in time of emergency, and we are, I think, funda- 
mentally better off and that small amount of money that is invested 
that way, I think, pays its way manifold. 

Senator Smaruers. I appreciate your making that statement and 
it is one with which I agree completely. 1 think it is clear that if 
the Navy wanted to do all of its business with 1 concern in 1 location, 
possibly on the Great Lakes or maybe in the east, undoubtedly, the 
per unit cost of a lot of items could be reduced. But then, as you 
well pointed out, you run up against the fact of making it possible for 
the enemy to knock out your production, maybe, by 1 bomb or 1 well- 
placed shot. You would have yourself so concentrated that it would 
constitute a danger to your source of supply. 

Now, to go back to this point where you are talking about small 
business becoming big business by virtue of getting a Navy contract, 
if it did not have that contract, it would not be big business. Let me 
give you a hypothetical situation. Suppose that a small-business 
firm, one which vou recognized had under 500 employees, had all the 
standards of small business, received a Navy contract. By virtue of 
that Navy contract, it had to put on an additional two or three hundred 
employees, and thereby, it got over the line; went up, we will say, 
to 600 employees. The contract was just about to run out and if the 
contract ran out and was not renewed, they would revert back to a 
small-business category. In such a case do you deal with them— 
when you are making up your mind to do business with them—on 
the basis of a small business or a big business? If the contract ex- 
pires they are small business. If their contract is renewed, they may 
stay within the category of big business. Now, you admitted earlier 
that essentially they are small-business people. Do you continue to 
consider them as small business in your negotiations with them ¢ 

Admiral Mum™a. Well, I think Bellingham, for example, is a case 
in point. That yard would not be big business if it were not for 
our business in there, and we ordinarily—though we cannot now— 
technically classify that firm as small business and it would make our 
record 100 percent if we could call them that on small ships. We 
nonetheless, have the feeling in the back of our mind that this divid- 
ing line is a reasonable thing and we don’t try to, if we have 501 
people against 499, be too rigid about that. ; 

Senator Smarurrs. In other words, you try to— 

Admiral Mumma. Use judgment. ~ , 

Senator Smarners. Look at this—that is right—with reasonable- 
ness and with judgment and with discretion and it would not have 
to be just 5 over or 10 over, but the principal fact is, if they lost the 
contract, they would revert to small business. ; 

Admiral Mumma. We give them every consideration in that re- 
gard, sir. 

Mr. Curmsak. I would like to make another point here. They cet 
an opportunity to compete on all work, regardless of size, at all times. 
If they happen to be big at the time we have a procurement, and they 


lave a contract, they would be given an equal opportunity, regardless 















































250 SMALL BUSINESS PROCUREMENT PROGRAM 







of size. We would have to credit that contract as one of big business 
at that time. 

Senator Smaruers. I think that is a sound practice. 

Mr. CHEMSAK. About every 3 months, we have a check on our Ships 
Mobilization Planning Section, to keep a close watch on the number 
of employees. We know almost at any time, the number of em- 
ployees in this plant. We give them the benefit of the doubt. If 
they have, say, 550 now, I am going to mark it small. They may be 
barely over the line. Maybe at the time they got this contract, they 
could conceivably be small but the point I want to make now, they 
get an opportunity in all our work. They are not disc riminated 
against because they happen to be big; anaes they don’t get addi- 
tional favors because they are small. 

Senator Smatruers. Well, I think we all should understand that 
when the 500 limitation was made as a criteria to determine what is 
small business, that actually, it was not made solely with the idea 
of shipyards in mind. 

Mr. Cuemsak. No; they are what we call feast or famine workload, 

Senator Smarners. It was made principally with the idea of other 
types of small business. I think you would agree, would you not, 
that in the matter of shipyards, that most of the successful yards are 
possibly larger and would have to be larger than what is now the 
maximum Jimitation of small business with respect to personnel—500? 

Mr. Cuemsax. That is correct. 

Senator Smaatuers. So you can have in effect, relatively speaking, 
a small shipyard that has even as few as 1,000 or as many as 1,000 
personnel employed there, and still relatively speaking, in their par- 
ticular category, they are small. 

Mr. Cuemsak. That is right. In the field of shipbuilding as a 
whole, they could be small. 

Senator Smaruers. That is right. I wanted this expression be- 
cause this is what I wanted to get at. The admiral and I know of a 
case—a hypothetical case, we are talking about—where there is a 
situation of this nature down in my State. “We are tr ying to determine 
whether or not a yard is small or big. I think the admiral, as he 
stated here this morning, recognizes that if the N Navy’s business was 
lost to this particular concern, it is definitely small business, in fact, 
it may be no business. Now, it is a little bit over the line at the 
present time, only by virtue of the fact that it has this Navy contract. 

Mr. Cuemsak. I think I know the one you are talking about. 

Senator SMatners. But in relation to all the other shipyards, any 
way you look at it, it is a small business and I think it should be so 
considered. 

Mr. Cuemsak. I think we recognize that fact. 

Senator Saatuers. All right; Mr. Weadock, you go ahead. 

Mr. Weapock. All right, sir. 

Admiral, if we may please, on the bottom of page 4 of your state- 
ment, you say: 
We are making progress in providing new opportunties for small business 
in research and development, as well as in the production field. 

It would be very helpful, perhaps, not only to the committee but to 
some of the other bureaus and technical services, if you could explain 
the nature of this progress. Would it also be possible for you to 
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explain, to give us the techniques that you are utilizing to achieve 
this progress ? 

Mr. Cremsax. IT can throw a little bit of light on that. You are 
talking about our program in research and development. 

Mr. Weavock. Yes. 

Mr. Curemsak. As I pointed out earlier, we have a procurement in- 
formation office and any firm who is interested in doing work for us, 
we ask them to outline in detail what -_ want. Asa matter of fact, 
one of the first questions on our form—I don’t believe I have it here— 
is the type of work they are interested in. 

Question 1. Research and development; 

ponactontt % Small, medium, or large scale production ; and 

Any other type of work you are interested in. 

Based on the firm’s background in the field of research and de- 
velopment we furnish them with the list of the type of item we are 
buying, which also involves research and development items. We 
circulate that among our technical engineers. We maintain no bona 
fide bidders’ list because the field is too wide and diversified. I inter- 
view a lot of representatives of the firms that come in. I have estab- 
lished a file of about 50 to 60 firms who are interested specifically in 
research and development. Now, our technical people on the research 
and development work are the ones responsible for maintaining the 
files and knowing who is qualified in those fields. 

Sheu Weapock. You get an opportunity to look at their requests for 

roposal before they send them out? 

Mr. Cuemsak. That is right. We evaluate it. A lot of times, it 
is possible for me to know that it is in the realm of small business. 
Now, if it came in for a nuclear propulsion equipment, I would know 
definitely that is not in the capability of small business, but if in an 
area that I am not too familiar with, I would call the man up and find 
out what is required; the minimum number of engineers, the facilities, 
and in the discussion with him, it may come out that small business 
can do it. only they are not aware of it. 

Mr. Weapock. You build up this file of 50 or 60 small firms, pre- 
sumably qualified to handle research and development work, by vir- 
tue of their coming into your procurement center and filling out, 
these forms. You are not going out and actively trying to develop 
new sources / 

Mr. Cuemsak. Not at the moment. Ihave another project in mind. 
In talking to our research people, I fimd out they have built up files 
by people g going direct to them, bypassing our offic ‘e, since they thought 
they were in a position to help them. W e are going to get informa- 
tion on those. I will be interested only in small ones, so when we 
get a procurement here, that may say that Joe Blow or John Smith 
are the only two firms capable of doing the work, these firms may be 
small or possibly large. I would try “to determine whether it is in 
the capability of small business and review my file or have the tech- 
nical man review his file, to see if they can be given an opportunity. 
That would be done a number of times. We would try to be fair im 
research and development, as well as in production. ‘That is easier, 
because we have a bona fide list, their brochures are reviewed by en- 
gineers, with comments from naval inspector s, and even in the re- 
search and development it is a “must.” They must go through 
the inspector. The inspector states his opinion as to whether they are 
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qualified in the field. We use that as a guide. It is a must. We 
don’t have to follow the inspector’s rec ommendation. We normally 
do but if our engineer feels he is qualified, despite what the inspector 
might feel about it, we put him on our list for that type of work. 

Admiral Mumma. I think an indication of this might be, Mr. 
Chairman, the fact that the number of contractors in research and 
development in big business through this period, from last July, is 
91 in Ge business and 82 in small business. So that the numbers 
of the contractors are almost equal. Of course, the dollar value is 
not the same, because the small business, obviously, has to have a 
small dollar value, also, or they would not be small business. 

Mr. Weapock. This leads into the next question, Admiral, which 
we attempted to pose yesterday, but, I think, to the wrong ‘people, 
That is, of your research contracts, how many of them proceed on 
to, and eventually result in, production contracts going to the same 
firm whose laboratories have handled the research contracts for you? 

Admiral Mumma. Generally speaking, this is a pretty high per- 
centage that proceeds from the research and development phase into 
a production phase. 

Mr. Weapock. So, then, we have a situation where your ultimate 
se and statistics would be very materially affected by what 

appens in the research stage. As a consequence, I think perhaps 
the committee would like to suggest, not only, of course, to your bu- 
reau, but to the other military services as well, that an active pro- 
gram be launched with regard to developing new source lists of re- 
search and development people. I think, unquestionably, that Mr. 
Chemsak’s office takes very good care of them once they come in. I 
don’t know whether there is a personnel problem that might be in- 
volved, but we feel it would be most helpful because of the ramifi- 
cations of this thing on the production area, so perhaps an energetic 
program should be launched within each bureau to develop these 
source lists. As we said yesterday, the Air Force, in the research 
and development field has taken it upon themselves to rather ag- 
gressively go out and develop new sources at the rate of some 150 
a week. Now, I believe Mr. Chemsak says he has 50 or 60 at the 
present time. 

Realizing that you only have so many contracts, and that you don’t 
want to clutter up your bidders’ list or your negotiation list with a 
lot of deadwood, nevertheless, because of the very material ramifi- 
cations on the production area of awards of research and develop- 
ment contracts, the committee feels that perhaps more attention 
should be directed to developing those additional sources. I hope 
I am not posing an unconscionable task for you. 

Admiral Mumma. No; I don’t think so. As a matter of fact, 
addition to what Mr. Chemsak Ae repe as our current esurial 
along this line, we have, in addition, assumed, when a research and 
development contract is about to pass into the production stage, it 
is at that time that we would take the results of that research and de- 
velopment contract and then broaden it and try to get more than one 
source, and this is another time when the small-business firm who did 
not have the research and development program in the first place has 
another opportunity to get in. 

Mr. Weavocr. But, as an actual matter, we all appreciate that the 
firm that does the initial research, perhaps, might be tooled up, to 
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a large degree. They also would have much more accurate infor- 
mation about the cost factors, and could submit to you a more at- 
tractive proposal than a new company coming in for the first time. 

Admiral Mumma. Yes, but we want more than a single source. 
Keep that in mind, because that is a very impelling motive for us. 

Mr. Weavock. You are not going to develop additional sources at 
additional costs to you, are you a 

Admiral Mumma. Occasionally, yes. Occasionally, it is worth it. 

Mr. Weapock. Would this be an occasion where you would en- 
tirely close out the firm that did the research, perhaps, and spread 
it out to several ? 

Admiral Mumma. Generally not. It would be spread to two or 
more contractors if we could insure a continuing more than single 
source. 

Mr. Weapvock. But this spreading out is not generally the case. This 
would be an exception to what normally happens, I imagine. 

Admiral Mumma. I would think that it is very rare that we allow 
a single research and development program to go very far as a single 
source without attempting to develop a second source after it has 
reached the point of production. After the first production run, we 
almost always attempt to develop a second source, and this is where 
small business has a particular opportunity to get in, even if big busi- 
ness lias had the initial research and development contract. 

Mr. Wrapock. The second production run after the first production 
run which grew out of the research; then you would try to fan it out a 
little bit 7 

Admiral Mumma. Yes. Sometimes we fan it out between the re- 
search and development stage and the first production run. 

Mr. Weapock. That would be fine. It would be very helpful to 
small business, 1am sure. At least, they could get into it at that stage 
rather than not at all. 

Mr. Cuemsak. This is our questionnaire. I might point out this is 
the type of research and development required. ‘The first question 
asks the background of their key personnel. One of the problems I 
find, in interviewing small business who want research and develop- 
ment work, that they come in and tell me they have 3 or 4 engineers 
and they feel qualified in electronics, almost any phase of it. We know 
even some of the large firms are not qualified in every phase, and my 
instruction to them is to try and analyze exactly the best qualities of 
their engineers in a given field. IT caution them not to go and say, “I 
can do anything in plastics,” or, “Il can do anything in machinery, 
because our technical boys look at it askance. ‘To specialize in a given 
field, that seems to be their problem. They come to me and say, “We 
can do research and deve ‘lopment work in this field.” We know that 


is not possible, especially with a mere handful of engineers. Another 
thing they say is, “Will you show us what projects | you have in mind ? 
We will decide whether we ean do it or not. That is not feasible. 


We tell them, “You tell us exactly what vour best qualifications are, and 
we will try to fit you in that slot when the particular procurement 
comes up.’ 

Mr. Werapock. I am sure that is helpful, too. I understand the 
reaction. 

Mr. Cuemsak. They come in and say, “We can do anything in that 
field.” That is hard to believe. 
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Mr. Weapock. I want to know about two more things, if you can 
bear with me for a second. 

On page 5 you say, that in screening procurements before solicita- 
tion, Mr. Chemsak examines procurement documents to determine 
whether small-business firms can furnish the materials or services re- 
quested and, if so, whether such firms are included on the list of pro- 
posed bidders. Is there, in the Bureau of Ships, any documentation 
that then becomes a part of the procurement file, whereby the con- 
tracting purchasing officer himself acknowledges or confirms the fact 
that this specific procurement has been in fact viewed or reviewed 
by the small-business spec ialists ? 

Captain Wakeman. Every procurement request coming from the 
technical section passes through the hands of the small-business spe- 
cialist, regardless of its nature, size, or anything else, and he indicates 
in the file at that time whether or not it is within the small-business 
potential, and makes his recommendations with regard to set-aside 
and that is retained as the record in the file. 

Now I want to point out again and emphasize: That is before any- 
one else in procurement ever sees the procurement request. 

Mr. Wreapock. Before the contract-purchasing people see it ? 

Captain Wakeman. That is right. 

Mr. Weapocr. On that point, Mr. Chemsak, do you maintain your 
own individual source list ? 

Mr. Cuemsak. No. The procurement will come through with the 
regular bidders’ list, and our procurement information office indicates 
that it is the complete bidders’ list. T will then examine it for who 
is large or small. To give you an idea, if there happens to be only 
1 or 2 small firms as against 20 or 30 large firms, we will try to add 
to it. Beyond that, and if there are no restrictions on publicizing 
them, we publicize a good number of both our negotiated and adver- 
tised deals. We have gotten a lot of good, qualified firms on our 
bidders’ list through that means. In addition to that, when they are 
publicized, they are posted in our reception room, and on negotiated 
deals all the represent: itive has to do is ask for it. They will be deliv- 
ered to him in a few minutes: and. getting back to reviewing the 
bidder’s list, if for some reason there is a need to restrict that bidders’ 
list, if we have not the time or something, when the technical man 
indicates a reason for restricting it and he decides to pick five large 
and no small, I examine the entire bidders’ list or review my files and 
see if there are any more small firms qualified—at least, to make it 
more equitable—to make certain that small business is given another 
opportunity, if other factors warrant restricting it. 

Mr. Weapock. If you and the technical man get into a hassle, what 
happens if he does not agree with you, or if you do not agree with 
him ? 

Mr. Cuemsak. If the Contract Division and ourselves come to that 
agreement, we will overrule him, if it is in the best interest, and make 
sure small business gets an opportunity. They often come ri with 
justifications for restricting 1t which are overruled. With Captain 
Wakeman’s office, we get together with the Procurement Planning 
Division and often—they have their good reasons for restricting it— 
but we will then review those reasons and make certain the small firms 
get an opportunity, and, if it is possible, we publicize it. 

Mr. Wrapock. Then Captain Wakeman decides on it? 
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Mr. Cuemsak. That is right. It is a joint deal. We have certain 
restrictions, certain rules under ASPR-2.206.1, on publicizing. That 
is one of the main things we do. We doa lot of publicizing. Often- 
times, when we don’t know of any small firms, and we do know it can 
be done by small business, and if we can publicize it, we feel we have 
given small business an opportunity to compete on it, if they so desire. 

Mr. Weapock. This point here where the admiral states that care 
is taken to avoid deviations and changes which restrict or exclude 
small-business participation, is there any way that can be measured ? 
Could you determine how many deviations or changes you have been 
confronted with that ne exclude small business ? 

Mr. Cuemsak. No. I don’t have anything on that. For a par- 
ticular brand of test equipment, we, of course, will go back to our pro- 
curement regulations and ask that we buy that or equal. The Weston 
Electrical Instrument Co., of Newark, N. J., for instance, we know is 
a big firm for making testing equipment. We know it is ine: ipable of 
being made by small firms. We have no specifications. We try to 
buy the Weston 301 model or equal. Sometimes there are changes in 
the specifications that we have knowledge of that might tend to restrict 
the number of suppliers and would restrict any small firms from com- 
peting. I have firms that come in and say—they point to a specific 
company’s specification—*We would work with the technician to re- 
move some obstacle so small firms can compete on it.” That does not 
happen too often, but it does happen once in a while. 

Senator Swarners. Admiral, on the bottom of page 4 of your state- 
ment you say that many of our best small companies are being absorbed 
by large firms which are, or become, Bureau contractors. Do you 
have any explanation as to why the big companies are sort of absorbing 
the small companies ? 

Admiral Mumma. Well, I think it is a gradual growth process to 
some degree, Mr. Chairman. I would suspect that many of the small 
companies have to do with the personality of an individual and his 
particular fire and energy that keeps that thing alive, and at a certain 
stage of the game, either he is not a good manager, when it has gotten 
to a certain size, and is more a technical one-man show operator, that 
when it grows to a certain size frequently it becomes pretty obvious 
that he is not a good businessman but he was a good one-man show 
when he was running 2 small firm. They then sometimes seek a bigger 
firm to take over the business and the administrative angles of it and 
it leaves him free to do his old practice of running the technical side 
of that business. That 1s one reason. 

Another one is the tendency for these larger firms, when they have 
farmed out subcontract work, and they have gotten a remarkably good 
job out of some of these smaller contractors, they try to perpetuate 
their ability to continue getting that good job by taking them over and 
these are just natural growth items. I think you can always depend 
on the individuals coming up, the youth, and developing; and then at 
acertain stage of the game, they merge with some bigger outfit. 

Senator Smaruers. Well, that is fine exe ept for that last conclusion. 
[ agree completely up to that point. You sav we can always depend 
on youth coming in and filling up the gap of those who had disappeared 
but statistics don’t support that conclusion any more. In other wor ds, 
there are many less, for example, in shipyards, in point of number, 
than there used to be and, of course again, it is because it is very diffi- 
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cult for young people who are getting out of the service to borrow 
money or to get lines of credit started—even to get contracts —— 
they can start as a small-business concern and Snel up. But I do 
agree with you on the reasons you gave as to why big business is buying 
up small business. I think those are sound reasons. 

Mr. Cuemsaxk. <A lot of that is happening in the electronic field. A 
lot of firms who have never been in the electronics business find there 
is hardly any business today that you don’t need electronics in con- 
junction with various devices, so this is an electronic age. So these 
small-size firms who have proven their ability, who have done work 
for the Government—we have 3 or 4 right in this area who have been 

taken up by larger firms—but they have proven to them, proven to the 
big firm, their ability; and the big firms come in and make a wonder- 
ful offer to them and buy them out and give them a share in the big 
firm, something that the small firm could never hope to obtain in 10 
or 20 years of existence, but they are generally one of our better sup- 
pliers, either of components or research and development work, and 
that is the type of firm that is really absorbed by big firms, as an 
adjunct to their own organization. 

It was brought out in the hearing yesterday, of a firm—TI think it 
was Vitro—who started off small and is now large. They have done 
a lot of work for us. We did work with them when they were small. 
They are about, at this moment, to absorb another of our small firms 
in this area for the simple reason this firm has something different 
than they have to offer. So it is the process of taking over this firm; 
making it more difficult for us to select new firms to work with. 

Senator Swarners. I think that is very good. I would suggest 
this other reason, too. We have a very bad tax law with respect to 
carryovers of profits and losses. For example, if the Navy decides 
to withdraw a contract from a man and that firm gets in trouble, it is 
not making a profit and shows a loss on its books, then for some 
strange reason, the tax law provides this. a firm—a big firm or a suc- 
cessful firm that has a profit that big firm can buy the small firm 
and get the benefit of the loss carryover of the small firm, at the same 
time that the big firm is increasing its assets. 

Mr. Cuemsak. That is another major reason. I realize that. 

Senator Smatuers. That isright. This committee has recommended 
several times that that law should be changed. We have taken it up 
in the Finance Committee. I regret to say we have not been able 
to do anything about it. But when a small firm is put in jeopardy, 
then immediately it becomes very attractive to a big firm and the 
inclination is there. For example, the Navy withdraws a contract 
and the fellow is looking for an out. He says, “I am hurt. I lost my 
business, but I can still sell for a profit by virtue of these present tax 
laws.” 

I will tell you where we all suffer, which is a matter that the admiral 
mentioned and which I thoroughly approve of, and that is that there 
are less sma!] businesses, and that is where it becomes a big concern 
to this committee. Also, it has to be a basic concern to you people 
who have to have a large base of supply. When you and the admiral 
begin to think about dealing with the small firm, if they are not doing 
a good job, they should not have the contract, that is certain; but it 
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is important that you do not peremptorily deal with them w ith respect 
to giving and taking away contracts, since you have raised them to a 
certain standard of living, we will say, and suddenly take it away 
from them and you force them to sell out and merge. 

Mr. Cuemsak. Iam not an expert in any of those fields. 

Senator Sxcaruers. Certainly, it is not done intentionally. I know 
that. It is s the unfortunate result. It is a matter we have to watch. 
It is true they are being absorbed by large firms. That is the tendency 
of concentration which we are trying to avoid. That is the whole 
purpose of what we are doing here—the whole purpose of why we 
keep talking about small business. 

I want to congratulate you, gentlemen, on page 6 regarding the last 
line: 

In a recent instance, we were able to award construction of some lifeboats to a 
small New Jersey firm after helping it to obtain Coast Guard approval of plans, 

I think that is commendable. I want to say, I don’t want to give 
you complete, 100-percent commendation on that, because if I remem- 
ber correctly, I think we worried with you people for about 2 years 
on whether or not you really thought that small business could build 
these lifeboats, and I am pleased ‘and happy that you have seen fit 
that they can do it and I am particularly pleased that you have demon- 
strated that they can do it. 

Admiral Mumma. I would like to share the credit with the Smalt 
Business Committee. 

Senator Smaruers. It got to be sort of a pain in the neck, I am sure, 
Admiral. 

Admiral Mumma. Yes, sir. 

Senator Smarners. I want to say this in conclusion. I think you 
have made a fine statement. You have made a good presentation. I 
think your statistics reveal that you do have an interest in this prob- 
lem of providing small business with a just proportion of the business. 
That is important to you, for reasons that you mentioned; for com- 
petitive reasons and others that we won’t go into here, and I think 
that this year it is shown that you have done a good job. 

Admiral Mumma. Thank you, Mr. Chairman. 

Senator Smarners. Admiral Russell, we are very happy to have 
you, sir. Before we start, I would like to direct two questions to 
Admiral Clexton. Then we will proceed with Admiral Russell. 


STATEMENT OF VICE ADM. E. W. CLEXTON, UNITED STATES NAVY, 
CHIEF OF NAVAL MATERIAL 


Mr. Weapock. Admiral Clexton, recently, on June 17, the Office of 
Defense Mobilization issued an amendment to Defense Mobilization 
Order VII-7, the pertinent part of which reads as follows: 

Paragraph 6. Participation of small business: The agencies concerned with 
the order shall in all of their programs for maintaining the mobilization base 
be mindful of the national policy to protect the interests of small business, to 
assure the maximum participation of small business in the mobilization base, 
including current procurement. 

We were able to obtain from the Department of the Army a recent 
survey that they made of their tentative schedule of planning and 
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procurement which reflected a rather heavy apportionment in their 
programing to small business. I wondered if it would be possible for 
the Department of the Navy to similarly make such a survey, so that 
we could have that information. 

The Department of the Army reflects that 9,419 small businesses are 
within their tentative schedules as opposed to 3,967 large businesses, 
Presumably, this would take some time, so at such time as you could 
gather that information for us, we would be very grateful to have it. 

Admiral Ciexron. All right, sir. 

Mr. Weapock. The second question, Admiral, is in connection with 
the progress report of the Cabinet Committee on Small Business. In 
their procurement portion, their fifth recommendation is that the 
President arrange for a comprehensive review of procurement policies 
and procedures of all departments and agencies including legislation, 
pertaining thereto, with a view to facilitating and extending the par- 
ticipation of smal] business in work on government contracts. 

Now, I presume that this is being handled by the GSA procurement 

task force. Is the Navy taking an active part in this review that is 
currently being made? 

Admiral CLexton. We have a submember on the committee. Navy 
does have a submember on that committee, yes. OSD is really the 
cognizant office and is the focus of military participation. 

Mr. Weapock. Do you have any idea what the progress of that 
ee is? 

Captain Curtin. A year ago, we had a meeting with the industrial 
mobilization people of the 3 bureaus, and they are well tied into our 
program. 

Mr. Weapockx. What 3 bureaus? 

Captain Curtin. Bureau of Aeronautics; Bureau of Ships, and 
Bureau of Ordnance 

Mr. Weapock. It was my impression that this was the survey being 
conducted, or rather, que urterbacked, you might say, by the GSA, and 
it includes the Veterans’ Administration, GSA, and all other agencies 
performing a significant procurement function, in addition to the 
military services. I was interested to know if you were participating 
in this survey and if so, generally speaking, just what the current 
status of it might be. 

Captain Curtin. We have been participating in it. 

Admiral Ciexton. We have been participating in it, but it is being 
looked at by a group. We have many agencies living with us today, 
looking at all of the practices, inc luding the General Accounting Office, 
the Bureau of the Budget, and e verything else. They are living r ight 
in our quarters with us. 

Mr. Weapock. Could we get a report on that? * 

Admiral Ciexton. Yes, sir. 

Senator Smaruers. Admiral Russell, we are happy to have you sir, 
and you may proceed. 

Admiral Russerx. Thank you, Mr. Chairman. 


#e The requested information to be supplied to the committee at a later date. 
484 See appendix XVII, p. 486. 
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STATEMENT OF REAR ADM. JAMES S. RUSSELL, UNITED STATES 
NAVY, CHIEF, BUREAU OF AERONAUTICS 


Admiral Russetu. Mr. Chairman and members of the committee, I 
am Rear Adm, James 8S. Russell, Chief of the Bureau of Aeronautics. 
Senator Smathers has asked me to appear here today to discuss the 
small-business program of my Bureau and the extent to which it is 
accomplishing its purpose of assuring that the small-business com- 
munity shall receive a full measure of consideration in the placement 
of our procurement dollars. I have on my personal staff, reporting 
directly to me, Comdr. Dale S. Good, United States Navy, my small- 
business specialist, who is a member of, and meets weekly with, the 
Council of Navy Small-Business Specialists and whose full-time job 
it is to prosecute a vigorous program to give small business a continu- 
ing opportunity to produce the goods and services we require, within 
its productive capacity. In addition, a representative of the Small 
Business Administration, Mr. Emerick Peterson, is afforded every 
opportunity to examine our proposed procurements and to recommend 
small-business consideration where he believes the procurement to be 
within its productive capacity. 

This question of productive capacity is of greatest significance. 
Manifestly, the small-business man cannot produce the major aero- 
nautical products that we buy. Nevertheless, all procurements, 
whether for the most complex weapons system, or its simplest com- 
ponent, are examined by our small-business people for applicability 
to our small-business program. Here we try to favor the small-busi- 
ness man wherever possible. 

Inevitably, the bulk of our prime contract dollar goes to big busi- 
ness. Modern aircraft are among the most complex machines the 
mind of man has conceived. Each costs upward of $1 million and its 
fabrication requires a concentration of skills and equipment, costing 
many millions more. The same is true of aircraft engines and of 
guided missiles. These 3 items—planes, their engines, and guided 
missiles—comprise more than 81 percent of our procurement at the 
prime level. The fact that it makes good business sense to buy the 
spare parts for them from the original producer accounts for another 
substantial percentage of our money. Nevertheless, during the past 
year, $21,748,000 in prime contract moneys have been awarded to 
small business. 

However, it should be remembered that these are prime contract 
dollars only, and they in no way reflect the small-business share of 
Bureau of Aeronautics procurement. 

The Bureau of Aeronautics has under its cognizance some 41 prime 
contractors, that have accepted the Department of Defense small- 
business subcontracting program. The first semiannual report under 
this program indicates that in airframe manufacture small business 
received 19 percent of total procurement dollars; in engine manufac- 
ture, 25 percent and in the electronics field 28 percent. 

Senator Smaruers. Your figures differ from those in the statement 
here. I presume you are reading that correctly ? 


















































260 SMALL BUSINESS PROCUREMENT PROGRAM 












Admiral Russeix. There is an error in my statement. The figures 
which I have read are correct, si 

Senator SMatuers. 19, 23, and 28? 

Admiral Russetz. Yes. 

These results have been attained largely through the vigorous pro- 
gram of our small-business office. Each of the 41 companies has its 
own small-business liaison officer associated with its procurement ac- 
tivity whose function it is to insure that small business is afforded 
every opportunity to produce as many of our goods and services as 
is reasonably possible. To bolster this program, the Bureau small- 
business specialist visits the plants of these ¢ ompanies, and, more par- 
ticularly, the plants of those companies which we believe need en- 
couragement and help in supporting their own small-business pro- 
grams. Ten such visits were made during the past year and they 
are continuing. In addition, representatives of the ‘small-business 
office have attended conferences in the offices of Bureau of Aeronautics 
general representatives, and explained the Bureau program and objec- 
tives to our field personnel. Similar meetings have been held within the 
Bureau in cooperation with Capt. N. W. Curtin, USN, Chief of the 
Office of Small Business, Office of Naval Material, so that all divisions 
and offices are fully informed of their responsibilities under the Navy’s 
small-business program. 

The screening of Bureau of Aeronautics procurements, before 
solicitation, is accomplished, first, through the office of the small- 
business specialist which receives all new negotiated BuAir procure- 
ments, classified or unclassified, and, second, by the representative of 
the Small Business Administration, previously mentioned, who is also 
in a position to make small-business set-asides. Advertised procure- 
ments are made through field procurement offices such as the Navy 
Purchasing Office, Washington, D.C. Here, again, before advertised 
procurement is requested, both of the reviewing activities mentioned 
above screen the proposed procurement against the master bidders’ 
list and recommend small-business contractors as sources of supply. 

The basic criteria used in determining the susceptibility of accom- 
plishment of a particular item by a small-business man are first, has 
the item ever been manufactured by a small-business firm, and sec ‘ond, 
has a small-business firm ever submitted a responsive bid on such an 
item. Corollary factors that are subject to consideration are: (a) 
can production quantities be split, economically, into 2 or more pro- 
duction runs; (6) can components of the equipment or system be pro- 
cured individually; and (c) is it possible to effect separate procure- 
ment of components without adversely affecting responsibility for 
performance of the complete equipment. 

Any small-business manufacturer of commodities purchased by the 
Bureau of Aeronautics is eligible for placement on our master bidders’ 
Jist. He need only indicate his interest, complete specified forms and 
furnish the latter, together with brochures, or similar information, 
designed to tell us what he manufactures, how well he is equipped 
todo the job, and his financial strength. Where the item manufactured 
is not normally purchased by the Bureau the application is forwarded 
to other agencies or offices using such products, for consideration, and 
the company is notified of sue h referral. Prospective bidders placed 
on the list are notified of the items for which they are listed. 
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Where large numbers of qualified sources are available for a particu- 
lar procurement, rotation of the bidders’ list is necessary to obviate 
the solicitation of an excessive number of firms. This is accomplished 
by maintaining a record of sources solicited and proposals received 
against which successive procurements are screened and an equitable 
rotation system assured. 

In the matter of advertised versus negotiated procurement, the for- 
mer is used wherever it is practical to do so. All such proc urements 
are processed for my Bureau either by the Navy Purchasing Office, 
Washington, D. C., or the Aviation Supply Office, Phil: adelphia, Pa., 
but, in consonance with our responsibility, all such submissions are 
screened against the small-business potential and eligible small- 
business concerns recommended to the purchasing + authority for con- 
sideration. Necessarily, most of our proc urement must be negotiated. 
That is, the Bureau of Aeronautics procurement. This is particularly 
true in research and development procurements where technical com- 
petence outweighs any other consideration. It is also true in the 
procurement of major weapons systems and in the early production 
stages of a new development. Once an item has been fully developed 
and is ready for quantity production our first consider: ation is adver- 
tised procurement but here again, availability or lack of tooling 
facilities, tight time schedules, or similar factors, may force the use of 
negotiated procurement. Our procurement philosophy recognizes the 
inherent advantages in advertised procurement, and will permit de- 
parture only where it is clearly established by the originating office 
that such departure is essential. 

Where deviations from a specification are requested by one or 
inore prospective bidders, it is our practice to consider the effect of the 
deviation on the performance of the particular item, and to approve 
the deviation where it is in the interest of the Government to do so. 
To insure equitable treatment of all prospective bidders in such event, 
new proposals are requested based on the modified specification. 

In the matter of procurements involving sole source items there is 
not much that can be done where only a single supplier is available. 
All such proposed procurements are closely scrutinized to be certain 
they are genuine and to determine the necessity for a unit procure- 
ment as opposed to one wherein certain components might be segre- 
gated and made subject to advertised procurement. A secondary 
review is conducted to determine what means may be available to 
provide, and encourage, competitive sources for future procurements 
of the same article. 

All requests for proposals contain a question designed to bring out 
the extent of Government financing that will be required in each pro- 
curement. Where necessary, progress payments are arranged with no 
distinction whatsoever being made between big-business and small- 
business contractors. An acknowledged requirement for program 
payments does not affect the awarding of a contract. 

Insofar as the single-service-procurement concept is concerned, the 
Bureau of Aeronautics has cognizance of only a single item, »ireraft 
sextants. Other items under the cognizance of the Army and Air Force 
are bought for us by those services. It is our experience that this 
concept has had no measurable impact on our small-business program. 
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The Bureau of Aeronautics subscribes to the necessity for a Qualified 
Products List, while recognizing that the time consumed in testing a 
particular submission may impose hardship on an undiversified manu- 
facturer. The list is justified because it provides a ready source for 
essential items, many vitally affecting safety of flight, and at the same 
time eliminates the testing del: ays that would otherwise be encountered 
between inception of the requirement and delivery of an acceptable 
article. Every reasonable effort is made to minimize the effects of our 
testing requirements on the limited resources of the undiversified small 
supplier. In addition, we are striving constantly to increase the num- 
ber of qualified suppliers through publication of our requirements, 

Relationships with the Small “Business Administration have been 
eminently satisfactory from the standpoint of the Bureau of Aero- 
nautics and, specifically, the cooperation manifest between the repre- 
sentatives of the Small Business Administration assigned to the Bureau 
and our Small Business Office has been such that we are of the opinion 
that an effective job has been done in the interests of small business, 
in spite of the fact that the major money items of our procurement 

requirement are not susceptible to small- business allocation. Please 

be assured that we shall continue to work closely with the Small 
Business Administration to the end that the small-business man may 
secure his fair share of that portion of our business which is within his 
capability. 

Gentlemen, that concludes my formal statement. I have with me 
here Commander Good, my small-business specialist, and Mr. James 
Tassin, Assistant Director of the Contracts Division, Bureau of Aero- 
nautics. We shall be glad to attempt to answer any questions you 
may have. 

Senator Smaruers. Thank you very much, Admiral. I have no 
questions. I appreciate very much your last statement- 

Please be assured that we shall continue to work closely with the Small Business 
Administration to the end that the small-business man may secure his fair share 
of that portion of our business which is within his capability. 

Of course, that could lead to a number of questions about his capa- 
bilities but I think you have heard the questions we asked of these 
other people about that. I am sure you understand that, wherever 
possible, we are most sincere and vigorous in our insistence that small 
business gets its share, and I think, apparently, you fellows are doing 
a good job. 

Mr. Weadock, do you have any questions ! 

Mr. Weapock. Yes, sir. I wonder if perhaps, Admiral Russell, you 
might tell us for our record here, what percentage of total $ $21,700,000 
comprises. Nowhere did J find a statement as to what the total per- 
centage was, that was going to small business. You gave us a break- 
down on the subcontracting only. 

Admiral Russetz. That is about 1.5 percent, sit 

Mr. Weapock. 1.5 percent? 

Admiral Russetn. Yes, sir. 

Mr. Weapock. This opens up another area which conflicts a little 
with what Admiral Mumma told us BuShips was doing in research 
and development, which was, after they have gone through the first 
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production run, they are going to 


go out and try to develop other 
sources. You say there, on page 2: 


S 


The fact that it makes good business sense to buy the spare parts for them 
from the original producer accounts for another substantial percentage of our 
money. 

Since it is a substantial percentage, how can you square the fact 
that you are going to continually go on buying spare parts from the 
big companies when Admiral Mumma, on the other hand, says that 
when they get to a certain point, they are going to try to broaden out 
their base. I presume that if you have a carburetor or a fuel-injection 
system being made in only one plant, in Detroit, that is not too broad a 
supply base in the event that the missile were to get on target out there. 

Admiral Russert. That is true, sir, but the fact that we procure the 
spare part from the prime does not deprive small business of providing 
those portions which he can. It is to insure us the standardization 
of the part, that we put it through the prime. The aircraft business 
is a little different from ships, although it is similar in many re- 
spects, and that is, that we are working against time and per formance 
in the air, and we must hold the prime contractors strictly responsible 
for the performance of his order. We get the best performance in 
the air in the shortest possible time, by doing this, but as you see, 
we are encouraging him and helping him in the small-business 
program. 

Mr. Weapock. Well, our position is that you could help yourself, 
Admiral, if only moneywise, if you were to adopt a somewhat similar 
policy to that which Admiral Mumma states is his, that is, after you 
go through and you have this article, you know what it is, you know 
what it consists of, you can get a blueprint drawn about it which 
would permit a number of people to come in and compete for the 
right to supply that to the Bureau of Aeronautics. At the same time, 
you would broaden, in effect, your mobilization base, so that you 
would not have aircraft sitting on the ground out in San Diego be- 
cause you could not get a part that was manufactured only in upper 
New York State. 

Admiral Russeti. Mr. Weadock, I may have left the wrong im- 
pression here. We do encourage that; but remembering that the 
purchase of spare parts is largely done for us by the Aviation Supply 
Office- 

Mr. Weapock. Yes. 

Admiral Russerz. Or by the Navy Purchasing Office, locally—— 

Mr. Weapock. Surely. 

Admiral Russet. There are some types of procurements which do 
not go directly to contracts or small-business component parts, but 
there are other things, components of a very intricate mechanism, or 
components which must necessarily be built on very expensive tooling, 
which is in the prime contractor’s plant of course. 

Mr. Weapock. That would be a different matter, of course. 

Admiral Russe. Yes. 

Mr. Weapock. Well, I merely saw those expressions here, spare 
parts and substantial percentage, and faced with those two factors, 
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if this were spare tires or something that would go on some of your 
vehicles or aircraft, then it is of small-business consequence. We 
thought Admiral Mumma’s position was very well taken when he 
pointed out that after they proceeded so far on a research and de- 
velopment contract, then they are—before they go into further pro- 
duction—interested in breaking this out to as many people as possible 
for mobilization base purposes. If you have reference here to com- 
plete engine assemblies or something of that nature, then I understand 
your problem. 

Admiral Russetz. A wing, for example, or a structural part. 

Mr. Weavock. I think the spare parts probably threw us off, a 
little, because this could be something that could be blueprinted and 
mapped fairly easily. 

I have nothing else, Mr. Chairman. 

Senator Smatuers. Admiral, thank you very much, sir. 

Captain Facgan.* Mr. Chairman, yesterday you asked a question: 
What do you do to get engineering data and drawings so the procure- 
ment people can buy the item that you developed? Or rephrased : 
What do we do after research and development gets the statistical 
data and drawings and technical descriptions, so we can go out to 
buy from a broad field? I think it would be quite pertinent, as a 
general answer to that question, to introduce into the record the Armed 
Services Procurement Regulation, just recently revised, section 9, 
part 2. I don’t think it is necessary to read it. 

Senator Smaruers. We will make that a part of the record. 

Captain Fagan. It gives the criteria for requesting those drawings 
and statistical data. It gives the manner of getting it into the con- 


tract. It does explain the whole Department of Defense policy on 
the subject. 

Senator Smaruerrs. Thank you very much. That wiil be made : 
part of the record at this point. 

Now we will hear from Adm. R. J. Arnold, United States Navy, 
Chief of the Bureau of Supplies and Accounts. 

(The above-named regulation is as follows :) 


ExHIsit 39 
ARMED SERVICES PROCUREMENT REGULATION 
Revised 9 April 1957 
SEcTION 9—ParT 2-—DATA AND COPYRIGHTS 


9-200 Scope or Part. This part sets forth the Department of Defense policy, 
implementing instructions, and contract clauses with respect to acquisition and 
use of writings, sound recordings, pictorial reproductions, drawings, or other 
graphic representations and works of any similar nature (whether or not copy- 
righted), hereinafter called “data”, furnished under contract. 

9-201 Derrnirions. For the purposes of this Part 2, the following terms have 
the meanings set forth below: 

(a) “Operational data” means data providing information suitable, among 
other things, for instruction, operation, maintenance, evaluation or testing. 

(b) “Design data” means data providing descriptive or design drawings which 
could be used by any competent manufacturer, in conjunction with its own in- 
ternal manufacturing techniques and processes, to reproduce the supplies and 
services. 


se Capt. E. M. Fagan, Supply Corps., U. S. Navy, Assistant Chief of Naval Material 
for Procurement. 
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(ec) “Proprietary data” means data providing information concerning the 
details of the contractor’s trade secrets or manufacturing processes which are 
not disclosed by the design itself and which the contractor has the right to 
protect from use by others. 

(d) “Standard commercial items’ means supplies or services which are sold or 
offered to the public commercially. 

9-202. ACQUISITION AND USE OF DATA AND COPYRIGHTS. 

9-202.1 Acquisition of data. 

(a) General. It is the policy of the Department of Defense to acquire only that 
data which is essential for the purposes for which it is intended to be used. Gen- 
erally “operational data” and “design data’ should satisfy Government require- 
ments. Further, data shall not be acquired for other than governmental purposes. 

The price for such data may be listed separately from the price for other 
items being purchased in the contract. 

(b) Supply Contracts. In advertised contracts and in contracts for standard 
commercial items, “proprietary data” should not be requested. “Proprietary 
data” will be obtained under contracts for other than standard commercial items 
only when a clear Government need for such data is established. When “propri- 
etary data” is so obtained, there shall be a specific regulation for such data and 
the contractual requirement shall be listed as a separate contract item. 

(c) Contracts for Experimental, Developmental, or Research Work. In a con- 
tract which has as one of its principal purposes experimental, developmental, or 
research work and also calls for models of equipment or practical processes, the 
contractor shall be required to furnish all data necessary to enable manufacture 
of the equipment or performance of the process; except that such data need not 
be required for standard commercial items to be furnished under the contract and 
to be incorporated as component parts in or to be used with the product being 
developed if, in lieu thereof, requirement is made for identification of source, 
and performance specifications and characteristics sufficient to enable the Gov- 
ernment to procure from any supplier the part or an adequate substitute. Under 
such a contract the Government is entitled to all data resulting from performance 
thereunder. Any previously developed “proprietary data” should be required 
only where the product could not readily be manufactured or the process per- 
formed without the use of such “proprietary data.” 

9-202.2 Use of Data. 

(a) Operational and Design Data. Since “operational data” and “design data” 
as defined above do not call for the disclosure of details of the contractor’s trade 
secrets or manufacturing processes which the contractor has the right to protect, 
such data should be obtained without any limitation as to its use by the 
Government. 

(b) Proprietary Data. 

(i) Contracts for Experimental, Developmental, or Research Work. When 
“proprietary data” is obtained under a contract having as one of its principal 
purposes experimental, developmental, or research work, in accordance with 
ASPR 9-202.1 (c), it shall be obtained without limitation as to its use. 

(ii) Supply Contracts. When “proprietary data” is obtained by negotia- 
tion under a supply contract, in accordance with ASPR 9-202.1 (b), the pur- 
pose for obtaining it will govern its use. If it was obtained for the purpose 
of enabling the Government to establish additional sources of supply, it 
should be obtained without limitation as to its use. Where, however, it has 
been determined to be necessary to obtain “proprietary data” for some limited 
purpose, such as emergency manufacture by the Government, such data may 
be obtained subject to limitation as to its use. In such cases the contract 
clause contained in ASPR 9—202.2 shall be included in the contract and the 
contract Schedule shall specifically identify the data which shall be subject 
to limited use. 

9-202.3. Multiple Sources of Supplies. The Government’s interest in estab- 
lishing multiple sources for supplies and services arises from its need. among 
other things, to (i) facilitate competition for defense procurement, (ii) insure 
fulfillment of its current and mobilization requirements, and (iii) take advan- 
tage of smmall business potential. The foregoing policies provide one means for 
accomplishing this objective and are particularly effective where data acquired 
by the Government is usable, without more, to obtain competition. However, 
where highly complex technical equipments is involved and acquisition of data, 
without technical assistance from the primary source, is inadequate to establish 
second sources, Government participation in any licensing and technical assist- 
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ance arrangements may be necessary to protect the Government’s interest with 
respect to such factors, among others, as (a) investment in facilities, (b) com- 
petency of source, (c) timing of establishment of second sources, and (d) alloea- 
tion of orders among sources. In many instances, involving relatively simple 
items, commercial or military, which have been developed by a contractor at its 
own expense, participation by the Government may be unnecessary where the 
primary source is willing to establish other sources by direct contractor to 
contractor licensing arrangements. No single method can be prescribed for meet- 
ing the second source problem; each situation must be handled on its own 
merits. 

9-202.4. Delivery of Data for Use in Foreign Countries. Where the Depart- 
ment of Defense proposes to make available any data in its possession for use 
in a foreign country, it shall, to the maximum extent practicable, give reason- 
able notice thereof to the contractor who furnished the data, provided that the 
contractor has previously requested such notice in order to protect its foreign 
patent position. 

9-202.5 Copyrights. It is the policy of the Department of Defense generally 
to reserve only a license under copyright on any copyrighted data, lerving the 
contractor free to copyright the material. With respect to certain data pro- 
duced, written, or compiled for the Department of Defense, such as (i) motion 
pictures and works relating thereto, and (ii) histories and other works relating 
to operation of the Department of Defense, the Government may desire that no 
adverse claim of copyright be established in such data, and that the Govern- 
ment’s right to reproduce and use such data shall be unlimited. 

9-203 CONTRACT CLAUSES—-GENERAL. Except as otherwise provided in ASPR 
9-204 and 9-205, in any contract in which data are specified to be delivered, 
insert, in accordance with ASPR 9—202.2, one of the following clauses, as 
appropriate : 

9-203. Unlimited Rights to Use Data. 


RIGHTS IN DATA—UNLIMITED 

(a) The term “Subject Data” as used herein includes writings, sound 
recordings, pictorial reproductions, drawings or other graphical repre- 
sentations, and works of any similar nature (whether or not copyrighted) 
which are specified to be delivered under this contract. The term does 
not include financial reports, cost analyses and other information incidental 
to contract administration. 

(b) Subject to the proviso of (c) below, the Government may duplicate, 
use, and disclose in any manner and for any purpose whatsoever, and have 
others so do, all Subject Data delivered under this contract. 

(c) The Contractor agrees to and does hereby grant to the Government, 
and to its officers, agents, and employees acting within the scope of their 
official duties, a royalty-free, non-exclusive and irrevocable license throughout 
the world, to publish, translate, reproduce, deliver, perform, dispose of, and 
to authorize others so to do, all Subject Data now or hereafter covered 
by copyright; provided that with respect to such Subject Data not originated 
in the performance of this contract but which is incorporated in the work 
furnished under this contract such license shall be only to the extent that 
the Contractor, its employees, or any individual or concern specifically em- 
ployed or assigned by the Contractor to originate and prepare such Data 
under this contract, now has, or prior to coimpletion or final settlement of 
this contract may acquire, the right to grant such license without becoming 
liable to pay compensation to others solely because of such grant. 

(d) The Contractor shall exert all reasonable effort to advise the Con- 
tracting Officer, at the time of delivery of the Subject Data furnished under 
this contract, of all invasions of the right of privacy contained therein and 
of all portions of such Data copied from work not composed or produced 
in the performance of this contract and not licensed under this clause. 

(e) The Contractor shall report to the Contracting Officer, promptly and 
in reasonable written detail, each notice or claim of copyright infringe- 
ment received by the Contractor with respect to all Subject Data delivered 
under this contract. 

(f) Nothing contained in this clause shall imply a license to the Govern- 
ment under any patent or be construed as affecting this scope of any licens 
or other right otherwise granted to the Governmeut under any patent. 
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(zg) The Contractor shall not affix any restrictive markings upon any Sub- 
ject Data, and if such markings are affixed, the Government shall have the 
right at any time to modify, remove, obliterate or ignore any such marking. 

9-203.2 Limited Rights To Use Data 
RIGHTS IN DATA—LIMITED 

(a) The term “Subject Data” as used herein includes writings, sound 
recordings, pictorial reproductions, drawings or other graphical representa- 
tions, and works of any similar nature (whether or not copyrighted) which 
are specified to be delivered under this contract. The term does not include 
financial reports, cost analyses and other information incidental to contract 
administration. 

(b) Subject Data delivered under this contract shall not be released out- 
side the Government, nor be duplicated, used, or disclosed in whole or in 
part for procurement or manufacturing purposes (other than for manu- 
facture required in connection with repair or overhaul where an item is not 
procurable commercially so as to enable the timely performance of the 
overhaul or repair work and provided that when Data is released by the 
Government to a contractor for such purposes, the release shall be made 
subject to the limitation of this clause and provided further that such Data 
shall not be used for manufacture or procurement of spare parts for stock), 
without permission of the Contractor, if: (i) the Subject Data to be so 
limited is identified in the Schedule as being subject to limitations; and 
(ii) the following legend is marked on each piece of data so limited [In 
third blank of legend, identify portion or pages to which legend is ap- 
plicable]: 

NA Shida oer _...... is furnished under U. S. Government Con- 
BRS NN eee cg epee SE oe a een oss tenes shall not be re- 
leased outside the Government (except to foreign governments, subject 
to these same limitations), nor be disclosed, used, or duplicated, for 
procurement or manufacturing purposes, except as otherwise anthor- 
ized by said contract, without the permission of ~_._-----_----_ _--. 
This legend shall be marked on any reproduction hereof in whole or in 
part. 
provided that such Data may be delivered to foreign governments as the 
national interest of the United States may require, subject to the limita- 
tions specified in this paragraph. The Contractor shall not impose limita- 
tions on the use of any piece of Data, or any portion thereof, containing 
information first produced in the performance of a government contract. 

(ec) Notwithstanding any provisions of this contract concerning inspec- 
tion and acceptance, the Government shall have the right at any time to 
modify, remove, obliterate or ignore any marking not authorized by the 
terms of this contract on any piece of Subject Data furnished under this 
contract, subject to the right of the Contractor to appeal under the “Dis- 
putes” clause from the decision of the Contracting Officer. 

(d) Subject to the proviso in (e) below, the Government may duplicate, 
use, and disclose in any manner and for any purpose whatsoever, and have 
others so do, all Subject Data not covered by (b) above which is delivered 
under this contract. 

(e) The Contractor agrees to and does hereby grant to the Government, 
and to its officers, agents, and employees acting within the scope of their 
official duties, a royalty-free, non-exclusive and irrevocable license through- 
out the world, to publish, translate, reproduce, deliver, perform, dispose of, 
and to authorize others so to do, all Subject Data now or hereafter covered 
by copyright: provided that with respect to such Subject Data not origi- 
nated in the performance of this contract but which is incorporated in the 
work furnished under this contract such license shall be only to the extent 
that the Contractor, its employees, or any individual or concern specifically 
employed or assigned by the Contractor to originate and prepare such 
Data under this contract, now has, or prior to completion or final settle- 
ment of this contract may acquire, the right to grant such license without 
becoming liable to pay compensation to others solely because of such grant. 

(f) The Contractor shall exert all reasonable effort to advise the Con- 
tracting Officer, at the time of delivery of the Subject Data furnished under 
this contract, of all invasions of the right of privacy contained therein and 
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of all portions of such Data copied from work not composed or produced in 
the performance of this contract and not licensed under this clause. 

(g) The Contractor shall report to the Contracting Officer, promptly and 
in reasonable written detail, each notice or claim of copyright infringe 
ment received by the Contractor with respect to all Subject Data delivered 
under this contract. 

(h) Nothing contained in this clause shall imply a license to the Govern- 
ment under any patent or be construed as affecting the scope of any license 
or other right otherwise granted to the Government under any patent. 
Nothing contained in this clause shall be construed as prohibiting the 
Government from manufacturing, or having manufactured for it by or 
procuring from others than the Contractor, that which is shown in or by 
such Data, so long as the Data, or a copy in whole or in part, to which the 
limitation in (b) above applies, is not used in such manufacture or pro- 
curement. 

9-204 ConTRACT CLAUSES—SPECIAL. 

9-204.1 Limitation on Government's Right of Publication for Sale to the 
General Public. The paragraph set forth below may be added to the clause of 
ASPR 9-203.1 when, in contracts for research, the Contracting Officer deter- 
mines in accordance with departmental procedures that public dissemination of 
the work or certain designated parts of the work specified to be delivered under 
contract is in the best interest of the Government and would be faciiltated by 
the Government relinquishing its right to publish for sale or to have others pub- 
lish for sale for it. This paragraph shall not be used otherwise. 

(h) If the Contractor publishes for sale or causes to be published for sale 
within ____ months after final settlement of this contract or within such 
additional period as the Contracting Officer may approve, but in any event 
within a period no greater than 24 months, the Subject Data designated 
immediately following this paragraph, which is delivered under this con- 
tract, the Government agrees not to publish for sale or authorize others so 
to do. This limitation on the Government’s right to publish for sale shall 
continue as long as the work is protected by copyright, with respect to any 
such designated work which is so published within such period of time, and 
as to all work not so published within such period of time, this paragraph 
shall be of no force or effect. The following Subject Data is designated: 

9-204.2 Production of Motion Pictures. The clause set forth below is 
approved for use in contracts for the production of motion pictures with or 
without accompanying sound, and in all contracts for the preparation of motion 
picture scripts, musical compositions, sound tracks, translations, adaptations, 
and the like: 

RIGHTS IN DATA 

(a) The term “Subject Data” as used herein includes writings, sound 
recordings, pictorial reproductions, drawings or other graphical representa- 
tions, and works of any similar nature (whether or not copyrighted) which 
are specified to be delivered under this contract. The term does not include 
financial reports, cost analyses and other information incidental to contract 
administration. 

(b) All Subject Data first produced in the performance of this contract 
shall be the sole property of the Government. The Contractor agrees not 
to assert any rights at common law or equity and not to establish any claim 
to statutory copyright in such Data. The Contractor shall not publish or 
reproduce such Data in whole or in part or in any manner or form, nor 
authorize others so to do, without the written consent of the Government 
until such time as the Government may have released such Data to the 
publie. 

(c) The Contractor agrees to grant and does hereby grant to the Govern- 
ment and to its officers, agents and employees acting within the scope of 
their official duties, a royalty-free, non-exclusive, and irrevocable license 
throughout the world (i) to publish, translate, reproduce, deliver, perform, 
use, and dispose of, in any manner, any and all Data not first produced or 
composed in the performance of this contract but which is incorporated in 
the work furnished under this contract; and (ii) to authorize others 
so to do. 

(d) The Contractor shall indemnify and save and hold harmless the 
Government, its officers, agents and employees acting within the scope of 
their official duties against any liability, including costs and expenses, 
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(i) for violation of proprietary rights, copyright or right of privacy, arising 
out of the publication, translation, reproduction, delivery, performance, 
use or disposition of any Data furnished under this contract, or (ii) based 
upon any libelous or other unlawful matter contained in such Data. 

(e) Nothing contained in this clause shall imply a license to the Govern- 
ment under any patent or be construed as affecting the scope of any license 
or other right otherwise granted to the Government under any patent. 
9-204.3 Histories and Other Works. The contract clause set forth in 
ASPR $-—204.2 is suggested for use in contracts for: 

(a) Histories of the respective Departments or services or units thereof ; 

(b) Works pertaining to recruiting, morale, training or career 

(c) Surveys of government establishments; 

(d) Works pertaining to the instruction or guidance of government officers 
and employees in the discharge of their official duties. 

9205 CONTRACTS FOR ACQUISITION OF EXISTING WORKS. 

9-205.1 . Off-the-Shelf Purchase of Books and Smiliar Items. Notwith- 
standing the instructions of any other paragraph in this Part, no contract clause 
contained in this Part 2 need be included in contracts for the separate, sole 
procurement of data, other than motion pictures, in the exact form in which 
such material exists prior to the initiation of a request for purchase (such as 
off-the-shelf purchases of existing products) unless the right to reproduce such 
data is an objective of the contract. 

9-205.2 Contracts for Ezgisting Motion Pictures. Contracts for the 
procurement of existing motion pictures or for the modification of existing 
motion pictures shall be made in accordance with departmental procedures. 


STATEMENT OF REAR ADM. R. J. ARNOLD, CHIEF, BUREAU OF 
SUPPLIES AND ACCOUNTS, DEPARTMENT OF THE NAVY; ACCOM- 
PANIED BY CAPT. D. C. MacKENZIE, SUPPLY CORPS, UNITED 
STATES NAVY, CHIEF OF THE PURCHASING DIVISION; AND HER- 


MAN G. FOWLER, SMALL-BUSINESS SPECIALIST, BUREAU OF SUP- 
PLIES AND ACCOUNTS 


guidance ; 


Admiral Arnoup. Mr. Chairman, in this statement you will see 
captions listed separately. I would like to inform you those sub- 
jects pertain to the paragraph numbers in your letter to Mr. 
Bantz. 

Senator Smatuers. Fine. You may proceed, Admiral. 

Admiral Arnotp. Mr. on and members of the subcommit- 
tee, 1 am Rear Adm. R. J. Arnold, Chief of the Bureau of Supplies 
and Accounts, Departme nt of the N: wy. My responsibilities for the 
pore r performance of the purchase function by field activities of 
the Navy include responsibility for carrying out the objectives of 
the small-business program. I am assisted in this by the Office of 
the Assistant Chief for Purchasing headed by Capt. D. C. MacKen- 
zie, Supply Corps, United States Navy, and by the Bureau of 
Supplies and Accounts small-business specialist, Mr. Herman G. 
Fowler. Both of these gentlemen are present today. 

The purchase operations for which I am responsible are performed 
by a wide variety of field activities. ‘These include naval stations, 
ordnance plants and test. stations, shipyards, naval air stations, Navy 
purchasing offices, naval supply centers and depots, centralized inven- 
tory control points and the two single manager agencies assigned to 
the Navy. The purchases made by these activities ‘involve centralized 
stock procurements for servicewide supply systems, decentralized pro- 
curements for production, shipbuilding or special projects as well as 
local procurements of material and services for maintenance and op- 
eration. Commodities purchased range from simple items such as 
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nuts and bolts to highly technical articles such as electronics and 
aviation equipment, special parts for guided missiles and atomic 
submarines. Altogether these field activities execute approximately 
900,000 transactions per year totaling approximately $2 billion. In- 
dividual transactions vary in amount from a few dollars to as high as 
$7 million. Of these, approximately 90,000 are formal 2-party con- 
tracts as distinguished from simple purchase orders. 

My presentation will cover the small-business program as it per- 
tains to the field purchase operations described above. After my 
presentation, my assistants and I will be available to answer such 
questions as may be desired. 

Our small-business record for the first 10 months of this fiscal year 
in one sense is disappointing and in another, is encouraging. We 
have spent $1,093 million of which small-business concerns received 

$354 million, or, 32.4 percent. During fiscal year 1956 our buys totaled 
$887 million of whic ‘h small business obtained $316, or, 35.6 percent. 
Thus, while the percentage of awards to small ic Gees declined 
3.2 percent, they did receive $38 million more in the first 10 months 
of 1957 than in all of 1956. We anticipate that our performance 
for the entire fiscal year 1957 will be better than that for the first 10 
months. By including the May 1957 figures, small-business partic- 
ipation is 33.1 percent versus 32.4 percent as of the end of April. I 
believe that the June figures will further improve the percentage. 

The decrease of 3.2 percent in performance is due to fluctuations in 
the quantity and variety of commodities purchased. This causes wide 
variations in the total dollars spent by each individual activity. For 
example, expenditures of the Yards and Docks Supply Office (which 
normally awards more than 50 percent of its dollars to small business) 
are so far this year 30 percent of normal. Conversely, expenditures 
of the Aviation Supply Office (whose small-business percentage is 
traditionally low) are 17 percent above normal. 

The set-aside program has received added emphasis during the past 
vear and already, four times the number of set-asides have been made 
as were made during the preceding year. Likewise, the dollar value 
of these set-asides has more than doubled. This program will con- 
tinue to receive our close attention during the next fiscal year. 

Our small-business program is based upon the small-business poli- 
- and procedures established by the Assistant Secretary of the 

Navy (Material) and the Chief of Naval Material. Through our 
neil business specialist we have direct representation on the N vavy 
Council of Small-Business Specialists. We are thus able to partici- 
pate directly in the formalization of the overall Navy small-business 
policies and procedures. We work closely with the Small Business 
Administration in order to solve mutual prob lems, and to keep abreast 
of new developments and ideas. We exercise control over our pro- 
gram through instructions, reports, field visits, and inquiries received 
from or on behalf of small-business firms. These keep us in contact 
with the day-to-day operations of our field activities. I will now 
discuss the 11 subjects contained in your chairman’s letter of June 3, 
1957, to the Assistant Secretary of the Navy (Material). 


Subject 1 
We require small-business specialists at the field activities to screen 
all proposed procurements which are estimated to exceed $10,000 in 
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value, prior to the issuance of an invitation for bid or request for 
proposal, as provided in Navy Procurement Directive 34-102.4, revised 
March 1, 1957. Furthermore, the SBA representatives assigned to 
the Bureau’s field purchasing activities take an active part in the 
screening of these procurements. 

Subjec t 9? 

The principal criteria we use for deciding what items or services 
may be susceptible of accomplishment by small business are those 
on which small business has previously submitted bids, have suc- 
cessfully produced or, in the case of items being procured for the 
first time, are believed to be within their capabilities by the small- 
business specialist, our technical and procurement personnel, and the 
assigned SBA representative. 

Subject 3 

The selection of a bidder's list is, of course, determined by what we 
are buying. We furnish all potential suppliers (large and small alike) 
as they become known to us, a list of the commodities bought by each 
purchasing office. We ask the suppliers to indicate the items which 
they are interested in selling tothe Navy. Ifthe mailing list does not 
contain a sufficient number of qualified potential small-business sup- 
pliers, additional sources of supply are developed by the small-busi- 
ness specialist in conjunction with other personnel of the activity and 
the local Small Business Administration offices. Of course, when 
a 100 percent set-aside procedure is employed, the competition is re- 
stricted to the known small-business sources of supply. 

Subject 4 

Field purchasing offices follow Armed Services Procurement Regu- 
lation policy that whenever a commodity list contains an excessive 
number of qualified and eligible suppliers, in relation to a specific 
buy, the list may be rotated. Depending on the size of the procure- 
ment, the activity makes a decision as to the number of suppliers we 
should solicit, making certain that a pro rata percentage of small-busi- 
ness firms is included. The unused portion of the list is then used 
in subsequent procurements. This does not prevent any supplier from 
receiving a set of invitations for bid when he so requests. In the 
case of large procurements, when multiple awards are anticipated, 
the complete list is usu: lly solicited. We do this to obtain maximum 
competition and to insure complete coverage of requirements. This 


permits small-business firms to bid on such partial quantities as they 
feel capable of producing. 


Subject 6 


We require our field activities to use formal advertisement to the 
greatest possible extent. However, when it is apparent that formal 
advertisement is not likely to give us a better buy, we must use the 
appropriate authority for negoti: ition under title 10, United States 
Code, In line with the Navy policy of affording small-business con- 
cerns full opportunity to compete, negotiations on prime contracts 
will be conducted with small as well as |: arge concerns on the bidders 
mailing list and, when requests for proposals are sent to less than the 
complete list, a pro rata percentage of small firms is included among 
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those solicited. When a 100 percent joint determination is made, 
competition is restricted to small business. 
Subject 6 

Our current policy relating to the use of specifications allows com- 
mercial descriptions to be used in small purchases costing less than 
$1,000. In all other cases specifications are used. The buying office, 
upon receipt of bids which take exception to the specifications of the 
invitation for bid, refers them to the requiring activity for a decision 
as to whether the deviation can be accepted. Minor deviations such 
as a slight change in the color of the paint are usually permitted; 
however, a major change such as a difference in the horsepower of a 
motor is not permitted as it would not be responsive to the invitation. 
Further, it would be prejudicial to the other bidders. 
Subject 7 

For the past 2 years we have been vigorously pushing a program 
to reduce the number of sole-source items There are very good indi- 
cations that this program is increasing partic ipation by small busi- 
ness. For example, a group of 18 items formerly bought as proprie- 
tary from big business are now bought competitively, all from small 
business as 100 percent set-aside. This program involves the re- 
searching of patent rights, drawings, and descriptive documents of 
many thousands of items to analyze them and determine whether 
they are sole source or proprietary in character. Due to the magni- 
tude of the task you will appreciate that it cannot be accomplished 
over night. However, progress is being made and we will continue 
to push it. 
Subject 8 

As to progress payments, we make no distinction between large and 
small concerns. When a buy involves a long manufacturing period or 
a heavy financial investment by the supplier, a clause permitting 
progress payments is inserted in the invitation for bids. The fact 
that one bidder does not request progress payments does not operate 
to the prejudice of another concern which asks for them. 
Subject 9 

Our experience indicates that single service procurement assign- 
ments to the Navy have had little if any effect on the small-business 
program. The category of the items involved has much more effect. 
For example, approximately 75 percent of hand-tool procurements 
are made with small firms because this particular type of item lends 
itself to active and widespread participation by them. On the other 
hand, only about 13.5 percent of the dollar value of technical aviation 
material is spent with small companies. This is due to the large dol- 
lar volume of proprietary items bought from that industry. 
Subject 10 

The statements of other ae chiefs to this subeommittee explain 
the necessity for requiring a Qualified Products List. Our own expe- 
rience is limited to the use of the QPL in connection with making 
actual buys. We do verify the validity of any QPL citation prior 
to soliciting bids or quotations. When the QPL does not cover a 
sufficient number of sources to provide competition, we request the 
Bureau having cognizance to make every attempt to add new firms. 
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Subject 11 

Our Bureau has 52 small-business specialists appointed by its major 
purchasing activities to implement and further the Navy’s small- 
business program. From my own observation, as well as from reports 
of members of my staff, the cooperation between these small-business 
specialists, contracting officers and other procurement personnel at 
field activities with the Small Business Administration representative 
assigned to those activities has been excellent. The issuance of cer- 
tificates of competency by the SBA and the joint determination pro- 
gram have been very satisfactory with only rare cases of disagree- 
ment. This completes my statement on the 11 subjects cont: ained in 
your chairman’s letter to our Assistant Secretary. I would now like 
to outline other features of our small-business program. 

Our instructions require that purchasing activities prepare pur- 
chase and supporting documents in sufficient number to supply their 
bidders’ mailing list, plus an additional quantity which might be 
required to take care of any further requests which may be received. 
information available indicates that there has been no problem or 
ay raised as to the inadequacy of information thus provided. 

Captain Curtin has informed you as to the Navy’s subcontracting 
program. Our field purchasing activities are aggressively promoting 
its acceptance by their larger prime contractors, not only in the mil- 
lion dollar category but also in contracts for lesser amounts where 
there may be substantial subcontracting possibilities. 

Another area for improving our small-business performance has 
been explored through a spot check by the Bureau’s small-business 
specialist of the Individual Procurement Action Report (Form DD- 
350). This is in the category of contracts susceptible for perform- 
ance by small-business concerns but where the small company did 
not secure the contract. By far the largest number of concerns in 
this category did not receive an award because they were not low. 
We are going to continue our spot checks. When it appears that set- 
asides could have been used in such cases, we will bring it to the 
attention of the buying office and require them to provide for set- 
asides in future similar transactions. Analysis also indicates that 
there are a sizable number of procurements in the small-business po- 
tential where no bids were received from small business. Here again, 
we are going to continue our spot checks and require the buying office 
to take positive action to interest small-business concerns in com- 
peting for these items. 

I believe our small-business program was made more effective by 
informing small-business firms as to the ‘articles we buy and by ac- 
quainting them with our purchasing policies and procedures. One 
way in which this has been accomplished during the past year is 
through the medium of exhibits, displays and by the assignment of 
qualified personnel at the majority of the SBA conferences referred 
to by Captain Curtin and at the community production clinics and 
exhibits of new technology sponsored by the Office of the Chief of 
Naval Material. This assistance was given by the Bureau small- 
business specialist and re presentatives of 16 field purchasing activi- 
ties at conferences held in 19 cities, including Boston, Mass.; Bir- 
mingham, Ala.; Oklahoma City, Okla.; Detroit, Mich.; Seattle, 
Wash.; and Oakland, Calif. Several of our larger activities, includ- 
ing the Aviation Supply Office, General Stores Supply Office and the 
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Navy Purchasing Office at New York participated in as many as four 
of these conferences. Our small-business specialist in the Bure au has 
developed a two- page pamphlet entitled “Selling to the Navy” which 
has been enthusiastically received at the various conferences where 
they have been distributed. This pamphlet contains pertinent data 
in lay terms as to who is eligible, how to start, and “things to re- 
member.” 

To insure effective performance, we must make certain that our 
buying offices understand the policies, procedures and importance of 
the small-business program. In addition to frequent field trips for 
this purpose, we also conduct or participate in educational programs. 
Twice yearly, the Bureau conducts a 4-week purchase course which 
is attended by recently appointed milit: wy and civilian procurement 
people. At this conference a half day is exclusively devoted by the 
Bureau small-busmness specialist to explaining and emphasizing the 
operation of the small-business program and answering questions 
posed by members of the class. In addition, the small-business as- 
pects of all our purchasing procedures are an important part of the 
course. During the past year, 22 received this training. The next 
purchase course will be in October. Further, the annual purchase 
conference which was recently held for 4 days, was attended by 60 
procurement personnel in supervisory cap: acities from 35 major activ- 
ities. One portion of this conference was devoted to bringing those 
in attendance up to date on the small-business program’s policies and 
procedures. In addition, 3-day purchase seminars were held at New- 
port, R. L., Jacksonville, Fla., and New Orleans, La., for the purpose 
of reaching other procurement personnel and clarifying purchase 
matters in those areas. Altogether, 89 personnel representing 31 
naval activities and 13 naval inspection offices attended these semi- 
nars. Still on schedule are seminars to be held at Great Lakes, Tl., 
and Washington, D. C. for the benefit of procurement personnel in 
their respective areas. An explanation of our small-business pro- 
gram is always included in these seminars and the results have been 
most gratifying. 

I am sure our efforts will continue to pay off during the coming 
months. However, regardless of how much our performance may 
improve, I doubt we will ever be completely satisfied that we have 
done as well as it is possible to do with our small-business program. 
We realize that there will always be areas where our performance can 
be improved and we will constantly be on the alert to discover new 
ways of helping the small-business man and also to make certain that 
we avail ourselves of any new small-business aids which may be made 
available. 

Senator Smarners. Admiral, that is a fine statement. In fact, that 
statement is almost as good as that made by the Marine Corps. That 
is about as high a compliment as I can pay you. It is, seriously, a 
splendid report. 

Counsel, do you have any questions ¢ 

Mr. Weapock. Yes, sir. Admiral, as the chairman indicates, you 
seemed to have fairly well scooped us on most of the data that we 
wanted to obtain from you. Your educational program, the confer- 
ences you are having, the spot checks that you are making to see why 
small business lost out are all very helpful. 
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Going back to—I think it is on page 6 of your statement—your 
efforts to push a program to reduce the number of sole-source items. 
Now, I think it would be very helpful since that is one of the areas 
we have been focusing on, if you continue to meet with success in this 
area, perhaps you could disseminate some of the information con 
cerning what you have done and how you did it, to some of the other 
bureaus. This seems to be a constant irritant, as far as small business 
is concerned, and even within your own activity, there in item 9 of 
your statement you say the technical aviation area is still down to 
about 13 percent, probably because of sole-source items. Undoubt- 
edly, that is a drawdown on your overall statistics, isn’t it ? 

Admiral Arnotp. Yes, sir. It is. 

Mr. Weapock. You could sort of focus your attention on that sole- 
source problem. Now, in this matter of progress payments, the Ma- 
rine Corps told us when progress payments were requested by small 
business, it takes them on the average of 3 days to get a check in the 
mi = tothem. How are you doing on that score ? 

Captain MacKenzie. | would say we are having about the same 
timing. Once the invoice is in for the progress payment, it is merely 
a question of certifying the invoice and sending it the NRAO. As 
a standard, they try to insure that the bill is paid as promptly as 
possible, and ri arely in excess of 3 days. 

Mr. Weavock. That would be fine. Mr. Fowler, how is the situa- 
tion operating with regard to your small-business specialists? They 
seem to be oper ating at top efficiency ; wouldn’t you say ? 

Mr. Fowter. I have visited quite a number of installations. I have 
talked with not only our small-business specialists, but also the Small 
Business Administration representatives assigned there, and every- 
where I have been the cooperation and, I might say, the mutual ad- 
miration, has been excellent. 

Mr. Weravocx. How about your specialists? How many do you 
have? 

Mr. Fowter. We have 52 

Mr. Weapock. How often do you get around to check up on them ? 

Mr. Fowrer. Of course, I have never been to all of them. They 
are scattered hither and yon. We are handicapped for time. We 
do, however, try and schedule our trips to the field along with pro- 
curement conferences and things of that type, so we actually kill 2 
birds with 1 stone. 

During the past year, I think I went to around 16 different activi- 
ties, and 4 of the regional small-business conferences. You remem- 
ber the one in Jacksonville; also in Birmingham, New York, and 
Philadelphia. 

Mr. Weapock. What did you do, Mr. Fowler, to increase this set- 
aside program four times over? Was this the result of an indoctrina- 
tion or educational program that took place in that 1 year? 

Mr. Fow er. It is largely due, sir-—— 

Mr. Weapock. You are making it tough for the rest of the bureaus, 
you know. That is just what we want, and we would like to know 
how you do it. 

Mr. Fowter. You mean we are unpopular? 

Senator Smatners. You are very popular over here. 

Mr. Fowter. Thank you, sir. Actually, it is a combination. In 
the first place, we have this continuing educational program, and we 
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“atch all the new procurement personnel as they come in; so, before 
they get any bad habits formed, we try to set them off on the right 
road. 

No. 2, I have hit the larger activities more often, particularly here 
in the East, more often than the smaller ones. I not only talk to 
the small-business specialist and the Small Business Administration 
representatives, but also to the contracting officers and other pro- 
curement personnel. ‘This, of course, is a matter of great concern to 
all of us, and it is one thing that is stressed. 

Mr. Weapock. I have nothing further, Mr. Chairman, except to 
commend the admiral on his report. I think that he has a very good 
right and left arm there in Captain MacKenzie and Mr. Fowler. 

Senator Smaruers. I am sure he does. We thank all of you very 
much. 

Admiral Arnotp. We will continue as we are doing. 

Senator Smatuers. You did a good job. We appreciate it, and 
are grateful to you. 

We have as our next witness, Admiral Fay, who is here to make 
a report in the absence of Admiral Meade, who was originally 
scheduled. 

Admiral Fay, we are happy to have you. 


STATEMENT OF REAR ADM. ALBERT J. FAY, UNITED STATES NAVY, 
DEPUTY CHIEF, BUREAU OF YARDS AND DOCKS; ACCOMPANIED 
BY BERNARD J. KATZ, DIRECTOR, CONTRACTS ADMINISTRATION 
DIVISION 


Admiral Fay. In this Bureau, our legislative liaison officer serves 
as senior small-business adviser. This officer was detached, a few 
weeks ago, and his replacement, Capt. W. J. Davis, will report around 
the end of August. I am, therefore, accompanied here by Mr. 
Bernard J. Katz, Director of the Bureau’s Contracts Division, who is 
serving as our small-business adviser in the interim. . 

In the reporting period, July 1, 1956, to April 30, 1957, this Bureau 
effected 9,795 contractural awards for a total value of $353,609,000. 
Of this total, only 81 awards, for a total of about $68,752,600, went 
to firms classified as large business. Small business received 99.2 per- 
cent of the individual awards and 80.6 percent of the dollar volume 
awarded. 

Actually, this Bureau’s small-business report is even better than 
the preceding figures indicate. Of the $69 million that went to large 
business, $49 million was for construction in offshore possessions such 
as Guam, Midway, and so forth (the location of these projects, the 
supply and mobilization requirements, and the need for previous ex- 
perience in the specific area precluded award to a small firm) ; $15 mil- 
lion was awarded to firms classified as large business, on the basis of 
competitive bidding open to both large and small business (or as neces- 
sary change orders to contracts previously placed through such com- 
petitive bidding) ; $2,500,000 represents 5 negotiated awards to large 
business, for procurement of equipment needed by the Deep Freeze 
Antarctic expeditions (the specialized nature of this equipment and 
the critical time requirements necessitated award to certain firms with 
specialized experience in this area). 
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These figures confirm my own belief that, in the construction field, 
the interests of small business can best be furthered by increasing 
their opportunities to compete effectively with large business, rather 
than by set-asides or similar special methods. Aside from a handful 
of firms which engage in worldwide operations, very few American 
construction companies ever enter the large-business category, regard- 
less of how busy or how successful they may become. That is the na- 
ture of this business. It is built around a small contracting organiza- 
tion which subcontracts a major part of each contract to mec -hanical 
and other specialty subcontractors, practically all of whom are local 
and small. No firm or group of firms is dominant in the field and, in all 
likelihood, none that operates exclusively in the domestic field has even 
close to 500 employees in continuous employment. 

The specific er ts listed in your letter of June 3 to the Assistant 
Secretary of the Navy (Material) are not quite as applicable to con- 
struction as to other fields of procurement, and I should like, with 
your permission, to cover them by a general statement rather than as 
individual items. 

All of our design contracts are placed by negotiation, since these 
contracts are for professional or quasi- professional services. This 
raises no problem, insofar as placement with small business is con- 
cerned, because no architectur s or engineering firm is dominant in its 
field and I know of none that has as many as 500 employ ees. Thus we 
can say with confidence that all our domestic design contracts go to 
smal] business. 

With regard to construction, it should be noted that over 90 percent 
of our contracts, whether domestic or in our possessions, are placed 
by publicly advertised, competitive bidding open to both large and 
small business. We make no set-asides for small business, because it is 
apparent that every item of procurement that could be set aside goes to 
smal] business anyhow by the natural processes of this particular trade. 
We encourage small-business partic ipation by giving our jobs the 
widest possible publicity, by limiting the size of our projects as fully as 
permitted by logical construction practice and bidding considerations, 
by eliminating charges for obtaining plans and specifications, by using 
simplified contract short forms which reduce the small contractors’ 
paperwork, and by giving increased contract authority to our small, 
local stations which deal directly with the small, local contractors. 

Under normal circumstances, we do not permit the inclusion of 
propr ietar Vv or sole source items in our spec ‘ifications, and bidders are 
required to conform to the specification as issued, with award to be 
made to the lowest conforming bidder. 

Our research and development contracts are very few in number- 
43 for fiscal 1957 for a total value of only $665,000. Twenty-six of 
these contracts went to small business for a value of $405,000; 10 went 
to colleges and universities, and 7 to large business. We practice the 
Navy policy of selection on the basis of best qualifications for the spe- 
cific objective. 

In closing, may I call your attention to this Bureau’s latest directive 
on small business, which was issued to all our field offices on April 17 of 
this year. This directive sets forth our policies with reference to 
small business and directs careful and continued effort to effect these 
policies at the working level. 
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I am confident that the officers and civilians under our command 
will continue to administer these policies with the same degree of 
success as has been shown to date. 

Senator Smaruers. You say in the period, July 1, 1956, to April 30, 
1957, small business received 99.2 percent of the individual awards and 
80.6 percent of the dollar volume awarded. Does that set some record 
with respect to the percentage in previous years ? 

Admiral Fay. No, sir. As a matter of fact, it is a point or two be- 
low last year’s record. It is just about comparable to last year’s record. 

Senator Smaruers. It looks very good, and I wondered if you were 
going up or down. 

Mr. Karz. Yes, sir. We would like to claim individual credit for 
it but we think it is in the nature of our business. 

Senator SmarHers. Thank you very much. The Bureau of Yards 
and Docks Instruction 4380.1, referred to by Admiral Fay at the con- 
clusion of your statement, will be made a part of the record at this 
point. 

(The instruction is as follows :) 


ExuHIsit 40 


DEPARTMENT OF THE NAVY 
Bureau of Yards and Docks 


Washington 25, D. C. 
BUDOCKS 4380.1 
21C/AME: mo 
17 April 1957 
BUDOCKS INSTRUCTION 4380.1 
From: Chief, Bureau of Yards and Docks. 
To: District Public Works Officers, Naval Districts and River Commands Area 
Public Works Officers, Marianas and Eastern Atlantic and Mediterranean. 
Subj: Implementation of Navy Small Business Program, Policies, and Procedures. 
Ref: (a) Section 34 of the Navy Procurement Directives. 
Encl: 
(1) ONM Navy Small Business Program of 18 January 1957. 
(2) Small Business Administration Pamphlet “What it is—What it does.” 


1. Purpose. To implement those policies and procedures outlined in refer- 
ence (a) which pertain to the procurement responsibilities of District Public 
Works Offices. In this respect all District Public Works Officers shall review 
the objectives and policies of the Navy’s Small Business Program outlined in 
reference (a) and shall designate, in cases where no such person has been so 
designated, a member of their organization as Navy Small Business Specialist 
on a collateral duty basis. The name of the person within the District Public 
Works Officer’s organization so designated as Small Business Specialist shall be 
submitted to the Chief, Bureau of Yards and Docks, on or before 7 May 1957. 
Subsequent changes in personnel designated as Small Business Specialist shall 
be submitted as they occur. 

2. Background. It is the policy of Congress that the Military Departments 
will take steps to insure that small business firms will be provided with a fair 
opportunity to participate in military procurement and that they will receive 
a fair share of the military procurement dollars. The intent and policy of 
Congress is now set forth in 10 USC 2301 the Small Business Act of 1953, as 
amended; the Defense Production Act of 1950, as amended; and current De- 
partment of Defense Appropriation Acts. It is the policy of the Bureau to imple- 
ment fully within all Bureau procurement activities the intent and policy of 
these Congressional laws. The Bureau has an earnest and sincere desire to aid 
small business firms to participate in Navy procurement. 

3. Action. All District Public Works Officers will appoint a representative 
of their organization to act as and to assume the responsibilities as Navy Small 
Business Specialist on a collateral duty basis. (NPD 34—002.1 and NPD 34-102.) 
The person so appointed will be responsible for having a knowledge of the ob- 
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jectives, policies, and procedures outlined in reference (a) and enclosures (1) 
and (2). That part of reference (a) which applies to District Public Works 
Offices will be given full implementation. The Navy Small Business Specialists 
of the District Public Works Offices will perform the following functions (NPD 
$4-102.4) : 

a. Act as a central clearing point for all small business policies, procedures, 
correspondence, and problems. 

b. Receive all small business visitors and arrange appointments with contract 
and technical personnel of the District Public Works Offices where the occasion 
requires such action. 

c. Insure that all small concerns are represented on the District Public Works 
Offices bidders’ lists for all items considered by the Navy Small Business Special- 
ists to be in the small business potential. 

d. Screen in advance any procurements to be placed by District Public Works 
Offices to insure that small business firms are given an opportunity to compete 
for each proposed procurement in their potential. 

e. Establish and maintain liaison with the nearest Regional Small Business 
Administration office (see enclosure (2) and extend full cooperation in their 
efforts to aid small business firms to participate in the Navy procurement pro- 
gram. 

4. It is recognized that more than 90 percent of the total procurement dollars 
obligated by the District Public Works Offices are placed with small business 
concerns. This does not relieve the Bureau of Yards and Docks from the re- 
sponsibility of utilizing local Small Business Specialists and maintaining an 
effective small business organization in the District Public Works Office in strict 
accordance with the policies and procedures set forth in Section 34 of the 
Navy Procurement Directives. 

H. B. Jones, 
Assistant Chief for Construction. 

Distribution: (Enclosures to N2 addees only.) 

SNDL N2 

BuDocks Internal List IV 


Mr. Wrapock. Admiral, it is pretty hard to ask you many ques- 
tions when you have that percent of your dollar volume going to small 
business. You must be a source of comfort to Admiral Clexton when 
he pulls together his overall statistics for the Navy. Now, in this con- 
struction area, would it be the Bureau of Yards and Docks that would 
have cognizance over the Capehart housing program ? 

Admiral Fay. Yes, sir. 

Mr. Weapock. You would, as far as the Navy is concerned ? 

Admiral Fay. Yes, sir. 

Mr. Weapock. I noticed recently that down in South Carolina, 
they are going to start some marine housing. They have broken this 
down to about half of their overall requirements, building 1,100 units 
on one go-around, out of some twenty-five or twenty-six hundred total 
required. Is that what you mean by your statement that you are 
limiting the size of your projects as fully as permitted by a logical con- 
struction program’ You are not limiting it to help small business? 
This just falls into line, is that right ? 

Admiral Fay. This would really be the first increment of a longer 
range program. 

Mr. Karz. Capehart is not a fair example because we are—I don’t 
mean by inference—but Capehart is controlled by FHA rules and 
procedures. We are not free to set up our own procedures so we 
did not refer to Capehart in our statement ; but what we meant is this: 
We have $20 million for a development at Cherry Point, and it will 
involve an airfield, a barracks, a swimming pool, and so forth. One 
theory is, let’s lump the whole thing together and we will get the best 

94187—57——19 
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bargain price. We don’t follow that theory. We break it down to 
what will give us the most bidders and at the same time, the most 
logical construction development. So far as we can separate it so 
as to enable the man with less equipment and less capital to bid, we 
do ee and at one time we had a working rule to try not to make it 
over $3 million but that did not work when prices started to spiral. 

Mr. W EApocK. Let me ask you this, now. If you were going to have 
cognizance over a 3,000-unit Capehart housing project at some in- 
stallation, is there any possibility that you could phase this into con- 
struction so that maybe you could put up 500 units; then another 500 
units and soon? It would not be exactly a set-aside for small business, 
but would give the smaller contractor a little better crack at it. 

Admiral Fay. I would say—— 

Mr. Weapvock. If the 3,000 units came up all at once, Morrison- 
Knudsen or someone like that, would have to take over. 

Admiral Fay. That is true but Morrison-Knudsen would then go 
to the local subcontractors for the vast majority of the dollar value of 
that work. 

Mr. Weapock. We understand that, Admiral, but we want to get 
these firms in at the prime contract level, whenever there is even the 
slimmest possibility. I wonder if the Navy would have that much 
to say, since it is a joint FHA and Department of Defense effort, in 
phasing these things in. 

Mr. Karz. Breaking up a project of that sort would be more costly. 
It may be that you might feel that it ought to be broken down anyhow, 
for small-business interests; but a ¢ ‘apeh: ut project of 3,000 units is 
composed of repetitive units; and for 3,000 units, you hay six times 
as many windows as for 500 units and so on. Those are all finished- 
off-the-shelf items. The economy would be in the purchase of the 
materials, and if we broke that into small jobs; offhand, I would say 
that it would cost more for the total of the small jobs. 

Mr. Weapock. Why do you suppose they took this overall job at 
Beaufort, S. C., and broke that in half? What would be the consider- 
ation there / 

Admiral Fay. I am not familiar with that job. My guess would 
be it was a matter of timing; how much they thought they would fin- 
ish in one construction season; in preference to “holding that, and 
building the rest later on. I am just guessing on that. 

Mr. Weapock. I have no further questions, Mr. Chairman. 

Senator Smatuers. Do you believe this is the maximum you can do 
with respect to small business in this field? 

Mr. Karz. Not necessarily. Next year, it may be up 2 or 3 points. 
it may be down. We would not be surprised to see it up. 

Senator Smatuers. You are giving us your best efforts? 

Mr. Katz. Wethinkso. Yes, sir. 

Senator SMATHERS. So it is the maximum you can do this year? 

Mr. Katz. Yes, sir. 

Senator SMATHERS. You don’t believe that any more diligent atten- 
tion to the part that small business plays in this would have increased 
these statistics any ? 

Mr. Karz. No, sir. We expect to give it more attention. We have 
a semiannual conference when we bring in all of our field people. We 
should have mentioned perhaps, that 95 percent of our procurement 
is conducted independently by the field offices, outside of Washington. 
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We bring them in twice a year. We expect to spread the gospel that 
we think this is important, and that we desire them to give continu- 
ing attention to it. We expect to take the statement read here, and put 
it in our field publication for their reading; but being that we are 
up in the 80 to 90 percent area, I have no assurance that it will make 
any increase. We just think it is a good thing to spread the knowledge 
of what we believe in this field. 

Senator Smatuers. All right, sir. Thank you. 

Admiral Quinn. 


STATEMENT OF REAR ADM. JOHN QUINN, UNITED STATES NAVY, 
DEPUTY CHIEF OF BUREAU OF ORDNANCE; ACCOMPANIED BY 
JOHN F. LENAHAN, SMALL-BUSINESS SPECIALIST; AND M. E. 
JONES, ASSISTANT DIRECTOR FOR NEGOTIATED PROCUREMENT, 
DEPARTMENT OF THE NAVY 


Admiral Quinn. I am Rear Adm. John Quinn, Deputy Chief of 
the Bureau of Ordnance. The Chief of the Bureau of Ordnance, Rear 
Adm. Frederic S. Withington, has asked me to convey to you his 
regrets that, due to a previously scheduled official trip, he is unable 
to be here today. 

I am pleased to have this opportunity of discussing with your com- 
mittee the implementation and effectiveness of the small-business pro- 
gram within the Bureau of Ordnance. The mission of my Bureau 
includes responsibility for the design, development, procurement, 
manufacture, distribution, maintenance, repair, and material effective- 
ness of naval ordnance. The Chief of the Bureau is responsible, 
among other things, for insuring that the small-business community 
is afforded maximum opportunity to participate in our procurement 
program and that a fair proportion of the dollars expended thereunder 
accrues to small-business concerns on a prime and subcontract basis. 
In the discharge of this responsibility, the Chief of the Bureau, assisted 
by the Bureau’s small-business specialist, who operates directly out of 
his office, and the various division directors concerned with the plan- 
ning, material, research, and contracting aspects of procurement. 

I am sure you will agree that any fair and meaningful evaluation 
of the effectiveness of our small-business program must take into 
account the extent to which the small-business community is in a 
position to furnish the material and services required by the Naval 
Ordnance establishment. As you gentlemen know, the bulk of our 
procurement dollars is spent for such material as guided missiles, com- 
plex fire-control equipment, intricate underwater weapons, weapon- 
launching systems, and the like, most of which transcend the develop- 
ment and production capabilities of small-business concerns. An item 
is deemed to be within the capabilities of small business if, (i) it has 
been successfully produced by a small business, and (ii) a small busi- 
ness has bid responsively thereon in the past. 

Senator Smaruers. What is the difference between (i) and (ii), in 
essence ¢ 

If it has been successfully produced by small business, and small 
business has bid responsively thereon in the past. They probably 
would not bid on it, if it pertains to something they couldn’t make. I 
don’t see any great difference there. 
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Admiral Quinn. It is just a little criterion we apply. 

Mr. M. E. Jones (Assistant Director for Negotiated Procurement 
Department of the Navy). I would say that the answer to that is that 
in one instance, the company may have been successful, in the other 
instance, he may have bid or quoted, and not been successful. 

Senator Smaruers. But you first say it has been successfully pro- 
duced by a small business. 

Mr. Jones. Yes, sir. 

Senator Smaruers. In other words, there may have been more than 
one small-business man bidding on it? Is that what you are saying? 
And one of these men did not get the contract, but still, nevertheless, 
small business has produced it ? 

Mr. Jones. Let’s say that two small businesses had bid. One of 
them received the contract, therefore he had produced it. The other 
one was responsive, but he had not gotten the contract. It would still 
go to both of those people. 

Senator Smatruers. Do you have a section over there, where you 
determine whether or not something is within the capability of small 
business ? 

Mr. Jones. Yes, sir. We do. 

Senator Smatuers. Do you come to that in this statement ? 

Mr. Jones. I think if we go further, this will be disclosed in the 
statement. 

Senator Smatuers. You will come to that in just a moment ? 

Mr. Jones. Yes, sir. 

Admiral Quinn. The small-business specialist believes it to be 
susceptible of accomplishment by small business after consultation 
with cognizant technical personnel. Accordingly, the dollar as well 
as item potential in our Bureau is relatively limited. We do feel, 
however, that within this potential, which has ranged between 10 per- 
cent and 14 percent of total dollars during the past 3 fiscal years, our 
implementation of the small-business program has been not only 
effective but creditable. During this period the percentage of the 
potential actually placed with small business has ranged between 
70 percent and 90 percent. About a year ago the Defense subcontract- 
ing to small-business program was ager essively integrated into our 
program and a recent sampling of those prime contractors assigned 
to Bureau of Ordnance cognizance disclosed that approxim: ately 25 
percent of their military prime contract dollars had been subcon- 
tracted to small-business vendors: and, more significantly perhaps, 
that small-business concerns had received better than 50 percent of 
the total dollars subcontracted by these primes. 

The day-to-day implementation of the program is under the direc- 
tion of Mr. John F. Lenahan, small-business specialist for the Bureau; 
Mr. Lenahan’s staff consists of an assistant and clerical support of 
three persons. All requests initiated by this Bureau for procurement 
action are forwarded to the Contract Division via the small-business 
specialist who screens them to determine the extent to which small- 
business concerns may participate. 

The action taken at this point becomes part of the procurement 
plan. In addition, we have assigned certain collateral duties to the 
small-business specialist designed to strengthen his position for in- 
suring that small business is provided maximum opportunity for 
participation. These duties include procurement planning authority 
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which permits him (i) to recommend to the contracting officer the 
appropriate method of procurement (advertising or negotiation), and 
(11) to challenge the adequacy of the competition proposed. He also 
prepares and maintains the Bureau’s established bidders’ lists, central 
files of approved suppliers, and is the focal point for release of gen- 
eral procurement information. 

The bidders’ lists used in our Bureau are compiled from the central 
files of approved suppliers plus sources nominated by the technical 
desk having cognizance of the procurement. The central files are 
established ‘from applications submitted by potential suppliers; these 
applications are evaluated by cognizant technical and financial per- 
sonnel. When approved, these suppliers are then listed as potential 
sources for those items or services within their technical and financial 

capabilities. Due to the fact that most of the material and services 
procured by this Bureau have no direct commercial counterpart the 
bidders’ lists normally are not sufficiently extensive to require rotation. 

As pointed out earlier the preponderance of our procurement funds 
is expended for complex weapon systems peculiar to the military serv- 
ices and necessarily susceptible to continuing improvement and re- 
design. Accordingly, only a very small segment of our procurement 
lends itself to the advertising method of purchase. As you know, the 
armed services procurement regulation requires that proc urement 
will be undertaken by formal advertising wherever practicable; this 
requirement is fully met in our Bureau. However, the regulation also 
defines various types of procurement which are not susceptible to 
formal advertising and for which exception is provided; most of our 
requirements fall ‘within these exceptions. 

I should like to point out that we insist on realistic competition in 
all of these negotiated procurements to the maximum extent obtain- 
able and only deal on a sole-source basis when no other alternative is 
available. We vigorously pursue the competitive approach not only 
because of its salutary effect on pricing but more importantly because 
it broadens our base of suppliers in the event of emergency mobilization 
In developing this competition every effort is made to include as many 
qualified small-business sources as 1s practicable. It is the objective 
of the Bureau of Ordnance to release only those items for production 
procurement for which the design specifications and drawings are 
firmed and a pilot production run of the items has been taken suc- 
cessfully. At this point the Bureau has ascertained that the design 
specifications are realistic and that the item is producible on produc- 
tion basis. 

Normally items on a production contract are required to meet all 
applicable drawing and specification tolerances. When, however, 
based upon an engineering judgment and test, it can be demonstrated 
that the quality and performance of the end item can be significantly 
improved or at least not impaired by a minor deviation in specifica- 
tions, a proposal therefor may be entertained; but then only when 
such ‘deviation would be in the best interest of the Government, and 
price and other factors considered. 

The qualification test procedure has been used by the Bureau of 
Ordnance for a number of years, but the Bureau’s general policy has 
been to limit the use of the “qualific ation requirement in specifications 
and to adhere closely to the conditions set forth in the armed services 
procurement regulation for qualified products. The procedure is used 
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to assure acquisition of products of the requisite quality and per- 
formance and not for the purpose of restricting sources of supply. 
Forty specifications under the cognizance of the Bureau of Ordn: ance 
have the qualification requirement; a total of 141 products of manu- 
facturers are listed on the qualified products lists under these specifi- 
cations. Small-business concerns are regularly furnishing 73 of these 
products. When it is determined to establish a qualified products 
list in connection with a specification having the prior qualification 
requirement a publicity release is sent to commercial journals and 
trade associations; a notice thereof is also carried in the United States 
Department of Commerce Synopsis of Government Procurement. 
The requirement for prior approval in those specifications under the 
cognizance of the Bureau of Ordnance is under continuing review 
in order to ascertain that realistic need therefor continues to exist. 

As you know the policy and implementation procedures with respect 
to single service procurement are spelled out in the Armed Services 
Procurement Regulation. The determination and assignment of 
those items to be purchased on a single service basis is the result of 
coordinated effort among the three military ere the Office of 
Naval Material represents the Department of the Navy in this effort. 
The Bureau of Ordnance has been assigned some seven categories of 
material under this program which inc lude certain types of ammuni- 
tion containers, bombs, rockets, fuses, and primers. The procure- 
ment of these items is accorded the same treatment as any other item 
which the Bureau procures for its own account. Our experience indi- 

sates that small-business suppliers have been highly successful in 
competing for many of the items in this program. Unquestionably 
the single service approach to common commodities does facilitate 
sales and purchase effort by providing a single focal point of contact. 

Department of Defense’ Directive No. 7800.4 issued in November 
1956 is designed (i) to insure that the need for advance of progress 
payments by contractors will not be treated as a handicap in award- 
ing contracts, (ii) to facilitate and accelerate - making of progress 
payments requested by small suppliers under Government contracts 
(111) to emphasize the usefulness and desirability of providing proper 
contact financing assistance to small-business concerns. The policy 
laid down by this directive has been fully implemented in the Bureau 
of Ordnance with the result that requests for progress payments, par- 
ticularly from small business, have increased. Our policy in this re- 
gard has been as liberal as is permitted by existing regulations. All 
of our invitations to bid and requests for proposals specify that the 
need for financial assistance, conforming to regulations, will not be 
considered as a handicap or adverse factor in the award of contracts. 

Relations with the Small Business Administration representatives 
assigned to this Bureau are very cordial and cooperative. The 
mutual confidence and underst: nding which has been developed be- 
tween these representatives and our small-business specialist working 
together daily has done much to further the opportunity for small- 
business participation in Bureau procurement. Every individual re- 
quest for procurement action which we initiate is se reened jointly by 
the Small Business Administration representative and our small- 
business specialist. Here, agreement is reached as to whether or not 
the procurement should be set aside for performance exclusively by 
small business, or in the alternative, that small-business concerns are 
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adequately represented in the proposed competition. Our perform- 

ance in connection with set-asides for small Seciaiion over the past 3 

fiscal years we believe indicates significant progress : Fiscal year 1955, 

91 actions, $25 million; fiscal year 1956, 169 actions, $26 million; fiscal 
rear 1957, through April 30, 173 actions, $20 million. 

Copies of all of our advertised and unclassified synopsized procure- 
ment are furnished to 18 field offices of the Small Business Adminis- 
tration located strategically throughout the country where they are 
available for review locally to small-business concerns not on our bid- 
ders’ lists. Additionally, we provide to each of these offices a set of 
reproducible drawings applicable to each procurement so that copies 

can be made available quickly to those suppliers interested in sub- 
atitiniet bids. ‘These copies are furnished at a nominal price to cover 
cost of reproduction. Numerous small-business concerns have en- 
thusiastically taken advantage of this service. The Small Business 
Administration has been materially helpful in undertaking independ- 
ent. surveys of small-business concerns where competency to perform 
certain procurements is in serious doubt based upon our own infor- 
mation and that furnished to us by Navy field inspectors. In prac- 
tically all of these instances the Small Business Administration has 
confirmed our judgment and small business has been rescued from un- 
wittingly assuming obligations it could not successfully discharge. 

In conclusion, I would like to say that while we take some justified 
pride in our accomplishment to date, we have not assumed an attitude 
of complacency or permitted our program activities to become static. 
On the contrary, our effort in behalf of small business is under con- 
tinuous evaluation by Admiral Withington’s office in order to develop, 
wherever practicable, new ways and means of making it more effective. 
We of the Bureau of Ordnance are most appreciative of your commit- 
tee’s interest in our small-business program. In addition to Mr. John 
Lenahan, the small-business specialist for the Bureau of Ordnance, 
I have with me today other representatives of the Bureau who are 
conversant with our small-business program. We stand ready to 
answer any questions that you may have. 

Mr. Chairman, with your permission, I would like to supplement my 
remarks to expand specifically on the area of research and develop- 
ment. In this regard, all requests for procurement action in the 
research and development area are screened by the Bureau’s small- 
business specialist and the representative of the Small Business Admin- 
istration as described in my basic statement. Prior to this screening 
the cognizant technical section has searched all available fac ilities 
information, pertaining to small as well as large business concerns, in 
order to determine which firm or firms appear to have the highest 
technical competence to undertake the work required. This pro- 
cedure is in accordance with Secretary of the Navy Instruction 4255.1 
issued on March 28, 1957. 

In addition, the small-business specialist is required by my specific 
instruction issued May 31, 1957, to review all justifications for selection 
of sources, including those for award, to assure that competent research 
and development firms, particularly small-business firms, are being 
utilized to the maximum practical extent in the Bureau of Ordnance 
research and development work. If the small-business specialist indi- 
cates dissatisfaction either with the selection made or the documenta- 
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tion thereof, he may request that the selection or the documentation be 
reviewed technically by the Deputy Chief of the Bureau. 

It would be extremely difficult in our experience to identify any 
particular areas of research and development which are peculiarly 
susceptible to performance by small business because the size of a 
rese arch supplier normally bears little or no direct relation to its tech- 
nical capabilities within its field of operations. In selecting sources 
for research and development projects, this Bureau endeavors to obtain 
the services of that organization which it believes to be most proficient 
in the field of the project to be undertaken regardless of whether that 
organization is large or small business. 

The technical capabilities of a research and development. facility 
depends largely upon the caliber and talent of the key scientific and 
engineering personnel associated with the facility; the proficiency is 
measured usu: lly by the level of acc ‘omplishment attained in its spe- 
cialized field of operations. Accordingly, we do not assume that all 
specialists of recognized achievement are associated with large busi- 
ness; on the contrary, some of the best performance we have expe- 
rienced has come from highly qualified small-business concerns. 
However, in some instances the ability to undertake pilot or initial 
production prior to firming design specifications tends to give large 
business some advantage over small business if the latter does not 
have adequate production facilities. 

We are presently reviewing procedures for evaluating and record- 
ing the capabilities of firms seeking research and development. work. 
This review is aimed at developing greater precision in categorizing 
these capabilities so that they are more readily identifiable with our 
requirements and more responsive to the search undertaken in con- 
nection with each procurement. While we cannot guarantee that this 
effort will necessarily result in any substantial increases in dollar 
awards to small-business concerns, it should broaden the opportunities 
for small-business participation in our research and development 
program. 

The Bureau of Ordnance recently reviewed its contract awards for 
research and development services during the period July 1, 1956, 
through April 30, 1957; this review indicated that approximately 
$5.3 million had been committed contractually with the contract 
awards spread as follows: $35.5 million, 66 percent, to large business; 
$15 million, 29 percent, to nonprofit institutions; $2.8 million, 5 per- 
cent, to small business. 

Additionally, I think you will be interested to know that the Bureau 
of Ordnance has assigned, within the last year, a captain in the Supply 
Corps as Director of the Research and Development Division, for 
management. 

Senator Smatuers. Mr. Lenahan, do you look over these things to 
see whether or not small business could possibly build any of them ? 

Mr. Lenanan. Yes, Mr. Chairman. I see every request which the 
Bureau originates. 

Senator Smaruers. Do you find it more and more, or less and less, 
that the items you purchase are capable of being supplied by small 
business ? 

Mr. Lenanan. I would have to say that the potential is apparently 
shrinking. 
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Senator Smaruers. Shrinking? 

Mr. LENAHAN. Yes, sir. 

Senator Smaruers. Is this by reason of the nature of the goods that 
are being ordered ¢ 

Mr. Lenanan. That is correct. 

Senator Smatruers. When you look over these items, do you look it 
over—with whom do you look it over ? 

Mr. Lenanan. With the Small Business Administration represen- 
tative who sits in with us during all the reviews. 

Senator SmarueErs. Do you sit down with some of the technical men 
of the Navy at the same time, and ask them where do they think pos- 
sibly they could make some change without doing anything detrimental 
to the article which is being ordered ? 

Mr. Lenanan. I definitely do. I do not sign off on any procure- 
ment that does not have some small company sources nominated, with- 
out having checked back with the technical section to insure this is 
not an item which small business could do. 

Senator Smaruers. How much of this business which you people 
contract out is subcontracted to small business ? 

Mr. Lenauan. We have 21 prime contractors under our cognizance; 
our statement here shows that reports received for the first 6 months 
of the fiscal period indicated that 25 percent of the total prime contract 
dollars were subcontracted to small-business concerns. 

Senator SMmaTuers. 21 percent of the prime contract dollars ¢ 

Mr. Lenanwan. 25 percent. 

Senator Smatuers. 25 percent went to small business? How does 
this compare with the overall Navy percentages? 

Mr. Lenanan. I believe the overall Navy figure is 20.3 percent. 

Senator Smaruers. Does that 25 percent represent a decrease or an 
increase in the percentage of subcontracts to small business ? 

Mr. Lenanan. I don’t have the figures for the earlier period, Mr, 
Chairman. 

Senator Smaruers. Who has those figures ? 

Mr. Lenanan. We never compiled them in the Bureau. They were 
taken previously on a sampling basis. 

Senator SmarueErs. Did you get those figures ? 

Mr. Lenauan. I have heard those figures; yes, sir. 

Senator Smaruers. Will you get them for the committee and submit 
them for the record ¢ 

Mr. Lenanan, I will be happy to do that. 

(The material subsequently supplied by Mr. Lenahan is as follows :) 

The last survey made by the Bureau of Ordnance on this subject was under- 
taken during the period from fiscal 1952 to fiscal 1955. Some 70 prime contractors 
reported ; the average of this sampling indicated that approximately 14 percent of 
their prime contract dollars were placed with small business on a subcontract 
basis. The 25-percent level attained in fiscal 1957 compares very favorably with 
this previous sampling. 

Senator Smaruers. Is it your opinion that this represents a de- 
crease or an increase? 

Mr. Lenanan. I suspect it is an increase, Mr. Chairman, by virtue 
of the Defense subcontracting program. 

Senator SmMATHERs. You suspect that it is an increase. Do you 
mean by that there is an increase in the amount of subcontracts ? 
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Mr. Lenawan. Yes, sir. 

Senator Smatuers. So as far as the small-business community is 
concerned, you are taking a step in the right direction on that par- 
ticular score ? 

Mr. Lenanan. I feel we are, sir. 

Senator Smatuers. Do you feel you are doing everything you can 
do in order to get small business a larger proportion of this contract 
work under this Bureau? 

Mr. Lenanan. I feel that we are. I still feel there is more than can 
be done—more to be accomplished. 

Senator Smaruers. Have you listened to the testimony that has been 
going on here for a day or two? 

Mr. Lenanan. Y es, Sir. 

Senator Saatuers. Do you think you are doing everything that 
these other bureaus are doing ? 

Mr. Lenanan. I am sure we are. 

Senator Smaruers. Are you doing anything in your Bureau that 
you think is even better than they are doing in their Bureau? 

Mr. Lenanan. I don’t think there is anything different. I think 
that we are striving very hard. We are following the same guidelines 
as the other departments or the other bureaus are, and I think we are 
at least equally effective. 

Senator Smaruers. How many people do you have working under 
you! 

Mr: Lenanan. I have an assistant and three girls. 

Senator Smaruers. An assistant and three girls. What do those 
girlsdo? Are they stenographers ! 

Mr. Lenanwan. Yes. That is, the clerical staff. 

Senator Smatruers. Then it is you and your assistant who represent 
small business in the letting of all these contracts for the Bureau of 
Ordnance ? 

Mr. Lenawan. That is correct. 

Senator Smarners. How much money is let out by this Bureau— 
the total amount? 

Mr. Lenawan. $500 million. Is that right, Mr. Jones? 

Mr. Jones. That is correct. 

Senator Smaruers. Do you think that is a sufficient representation 
for small business in the light of the $500 million being spent? 

Mr. Lenanan. I would like to see it increased a great deal, but I 
am not sure that we can get it increased substantially. We are trying 
very hard. 

Senator SMaruers. An increase in personnel or an increase in assist- 
ance or an increase—what are you talking about—an increase ? 

Mr. Lenauan. I would like to see contract awards increased, to 
small business. However, I don’t know whether or not it is possible. 

Senator SmaTuers. Do you think if you had an opportunity to visit 
around with these various companies which do have the prime con- 
tracts, that you might be able to persuade them to subcontract more 
of their work ? 

Mr. Lenauan. Out of 21 companies, I have talked to 8 or 9 

Senator SmaTHers. When are you going to get around to talking to 
the rest of them ? 

Mr. Lenanan. I expect to, during the current fiscal period. 
Senator Smatuers. Why did you not do it this past fiscal period ? 
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Mr. Lenanan. Well, the pressure of time, principally. 

Senator Smatuers. What you are saying is that you need more help. 

Mr. Lenanan. No; I think during the current period, we had a 
great deal of things to do which we are not going to have to do again. 

Senator Smaruers. What did you do, for example, that took so 
much of your time. You are the small-business representative. It 
looks like they don’t have a very big slice of this total work. 

Mr. Lenanan. Well, I spent a good bit of time orienting and indoc- 
trinating our own technical people. 

Senator Smaruers. Do you mean the technical people in the Navy? 

Mr. Lenanan. Yes; inthe Bureau. 

Senator Smarners. In the Bureau; and you indoctrinated them to 
what extent ? 

Mr. Lenanan. Well, I am selling our small-business program. I 
felt that they did not fully understand the objective of the program, 
so I spent a good bit of time talking to them in small groups. 

Senator Smaruers. Do you think your time is better spent there, or 
better spent with these big firms to let the subcontracts to small 
business / 

Mr. Lenanan. I thought we ought to first get our own house in 
order ; then move out to our prime contractors. 

Senator Smaruers. How long have you been on this job ? 

Mr. Lenanan. Two years in April. 

Senator Smaruers. It has taken you 2 years to indoctrinate the 
technical people in your particular section ? 

Mr. Lenanan. I have been doing indoctrination during that period. 
Senator Smaruers. It so completely occupied your time you have 
not been able to see 11 of these 21 firms with which you have prime 

contracts. 

Mr. Lenanan. That is actually what occurred; yes, sir. 

Senator Smatuers. You don’t feel you could have done any better? 

Mr. Lenanan. I would not ever want to say I could not have done 
better, Mr. Chairman. 

Senator Smatuers. I would say, that when you come over here next 
year, we hope you will have had an opportunity to see all these 21 
firms. 

Mr. Lenanan. I certainly shall, sir. 

Senator Smatruers. Mr. Weadock, do you have any further ques- 
tions ? 

Mr. Wrapock. Yes, sir. I have a question or two for Mr. Lenahan, 
if I may. 

Mr. Lenahan, what are your percentages of total dollars that have 
gone to small business over the past 3 years, and what percent of your 
potential has been awarded to small business for that same period ? 

Mr. Lenanan. For 1955, Mr. Weadock, 14 percent of our total dol- 
lars went to small business. In 1956, it was 12 percent, and for the 
first 11 months of fiscal year 1957, it is 7.5 percent. The percent of 
dollars awarded within the potential has been 66, 87.6, and 76 percent 
for the same periods. 

Mr. Weapock. Well, in view of that recent turndown, what has 
been the attitude of the procurement personnel in your Bureau with 
respect to set-asides for small business? 

Mr. Lenanan. Set-aside actions have been increasing steadily, from 
91 in fiscal 1955 to 173 for the first 10 months of fiscal 1957. This has 
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been accomplished through the cooperative efforts of cognizant pro- 
curement and technical personne] with the small-business specialist, 
In this connection, it may be interesting to note that every set-aside 
action initiated by the Small Business Administration representative 
to date, has been approved by our contracting officer. 

Mr. Weapocx. To what extent has small business been permitted to 
participate in your guided-missile program ? 

Mr. LENAHAN. The complexity, size, and extensive engineering 
ere involved in the development and production of these 

2apons transcend the capabilities of small business; however, 
auacees “xr practicable certain of the missile accessories have been with- 
held from the missile prime contract for separate purchase. It is in 
this area of items such as containers, warheads and booster metal 
parts, special-handling equipment, that small business is actively 
participating in the missile program. During April of this year we 
set aside approximately $1,500,000 worth of sidewinder containers for 
award to small business exclusively. We intend to emphasize this 
activity and we are encouraged by the outstanding performance cer- 
tain of these small concerns are presently rendering. 

Mr. Weavock. Do you believe that you are in a position to effec- 
tively assist small business to participate in your research and develop- 
ment procurement ¢ 

Mr. LENAHAN. Yes sir, because we have already been able to do so. 
In the Bureau of Ordnance the small-business specialist reviews every 
procurement request, including those for research and development, 
prior to solicitations for proposals, He either satisfies himself that 
known small-business sources have been properly considered, or he will 
return the procurement request to the originator for proper considera- 
tion of such sources. This procedure is facilitated in our Bureau due 
to the fact that the central files of suppliers are maintained in the 
office of the small-business specialist. Im many instances we have 
recommended to the cognizant technical sections qualified small con- 
cerns for solicitation—several of these actually received the contract 
awards involved. 

Mr, Weapock. What is the working relationship between the small- 
business specialist and the Chief or Deputy Chief of the Bureau? 

Mr. Lenanan. In our Bureau the small-business specialist is on the 
personal staff of the Chief and reports directly to him; there are no 
intermediate levels of authority between him and the Chief or Deputy 
Chief of the Bureau. 

Mr. Weapock. Well, we are glad to hear that that is the case. 

I have nothing further, Mr. Chairman. 

Senator Saatuers. As chairman of this subcommittee, I want to 

say overall, I am greatly encouraged by the presentation which has 
been made by the Navy. .Some departments, obyiously—which is true 
in any business—do not do as well as other departments. Some make 
a better report, we realize, by virtue of the nature of their business. 
It lends itself to small business. We are not here to condemn and 
criticize anybody, but we are here to try to get small business the 
best share, the. biggest share of the potential that it is possible for 
them to get, because. we think it is important to the country in many 
ways. We think you cannot run a free economy unless you have an 
active small-business community. We don’t believe the country ean 
defend itself adequately and properly unless we have a large and broad 
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mobilization base. We think therefore, you need many small busi- 
nesses, even in the field of ordnance. 

In addition to that, we think that you need small businesses in order 
to compete one with the other and against the large firms and thereby 
possibly reducing the cost to the Government for some of these items. 
And competition, it has been proven, develops new ideas; better ideas ; 
all of which can be done for the betterment of the country. Overall, 
I want to congratulate the Navy on the fine presentation which they 
have made. 

I want to particularly pay my respects to Admiral Clexton who has 
supervised all of this work and has sat here very patiently during all 
of this testimony supplying us with every piece of information which 
we asked of him. I think that he has done an outstanding job, and this 
committee is deeply grateful to him. 

I think the small-business community can take hope and encourage- 
ment from the attitude demonstrated by the admiral and his depart- 
ment heads. 

It is unfortunate that the small-business community does not under- 
stand as well as they should not only what you are doing, but what we 
are doing; but nevertheless, this is a labor of love for all of us, we 
might say, and I think that we have hit some good strong licks on 
behalf of small business. 

I want to say for the record that I think that our counsel has done 
very well here. I want to congratulate Bob Weadock for his part in 
this hearing. He entered into this task with intelligence a vigor 
and has evidenced a great dedication to the particular job for which he 
isassigned. Bill Amis, our long-time staff member on this particular 
subcommittee has also contributed greatly. I appreciate what he has 
done, and I also thank Phil Jehle for the work that he has done. 

This does not, of course, end our hearings but it concludes the Navy 
phase of it. 

Thank you all very much. 

Admiral Quinn. Thank you very much. For the record, I should 
like to say Mr. Lenahan is not the only person in the area working in 
small business. Many people are working on small business. He is 
ourexpert. He is our specialist. We have a great sympathy for this. 
We are doing our utmost to promote it. 

Senator Smaruers. I appreciate that. I did not intend to be un- 
duly harsh. I don’t want to be harsh with Mr. Lenahan. As you 
said, he is doing the best job he can do. The statistics would indicate 
that possibly some more could be done but we are not here to debate 
that point. 

Overall, the Navy has done a fine job, Admiral. I appreciate your 
being here. 

(Thereupon, at 1:15 p. m., the hearing was adjourned to reconven2 
Tuesday, July 30, 1957. at 10 a. m., in room 155, Senate Office Build- 


ing. ) 
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TUESDAY, JULY 30, 1957 


Unitep STaTEs SENATE, 
SeLEcT COMMITTEE ON SMALL BusINESS, 
SUBCOMMITTEE ON GOVERNMENT PROCUREMENT, 
Washington, D. C. 

The subcommitee met, pursuant to recess, at 10:10 a. m., in room 
155, Senate Office Building, Senator Jacob K. Javits presiding. 

Present: Senators Javits (presiding), Smathers,*® and Morse. 

Also present: Robert L. Weadock, professional staff member; 
Philip F. Jehle, counsel. 

Senator Javits. The session of the subcommittee will come to order. 

This is the concluding session of the annual hearings conducted by 
the Subcommittee on Government Procurement of the Senate Small 
Business Committee, concerning the small-business programs being 
carried out within the military services. 

This particular session has been scheduled in order that the com- 
mittee might receive testimony from representatives of the technical 
services of the Department of the Army. 

I regret that the press of time prevented our hearing you gentlemen 
at the time originally scheduled; however, since we believe that your 
respective programs are of such vital significance to the small-business 
community, we have concluded that it was necessary to impose upon 
your time once again in order that we might discuss your programs 
with you. 

Our first witness today is Maj. Gen. E. C. Itschner, Chief of the 
Corps of Engineers. 

General Itschner, we are glad to have you with us. 

I might say I have just read the chairman’s statement which was 
prepared for Senator Smathers, the chairman of the subcommittee, 
for whom I am standing in this morning. I would like to add for 
myself that I am very glad this hearing is being held. I think you 
gentlemen have a tremendous influence on help for small business, 
and TI shall listen with the greatest interest for as long as I can, con- 
sidering the other responsibilities that I have. 

_ Tam very glad to note that the chief of my own branch of the serv- 
ice, General Creasy of the Chemical Corps, is here. 

General Itschner, will you proceed in your own way ? 


“Both Senators Smathers and Morse presided during portions of the hearing. 
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STATEMENT OF MAJ. GEN. E. C. ITISCHNER, CHIEF OF ENGINEERS, 
UNITED STATES ARMY, ACCOMPANIED BY D. A. DUNN, SMALI- 
BUSINESS ADVISER TO THE CHIEF OF ENGINEERS 


General Irscuner. Mr. Chairman and members of the committee, 
while this is the first time I have been called upon to testify before 
your committee I have been aware of the important role small busi- 
ness must play in the overall economy and security of our Nation. 

The organizational pattern of the C orps of Engineers small-busi- 
ness program was initiated in 1951. Since that time numerous changes 
have been made to keep pace with the e xpa nding program. I havea 
small-business adviser on my staff and 57 small-business specialists 
have been appointed in field purchasing offices under my jurisdiction. 
Qualifications of personnel appointed are reviewed prior to appoint- 
ment and I can assure you that all small-business specialists in the 
Corps of Engineers are qualified to fill the position they hold. 

In response to your request for operational procedure in specific 
areas you have before you statements covering each subject, identi- 
fied as tabs A through K (appendix XIV, p. 467). With your per- 
mission I would like to place these statements in the record and pro- 
ceed with a résumé of the overall operations of the Corps of Engineers. 

Senator Javits. You may proceed in that way. ‘The statements will 
be received for the record without objection. 

General ItscHNER. Small business is receiving over 60 percent of 
the military procurement funds spent by the Corps of Engineers. 
This high percentage is possible only through a positive effort to insure 
{hat small business is given every opportunity to compete for each pro- 
curement initiated. 

Senator Javits. May I interrupt to ask you if this percentage in- 
cludes public works? 

General IrscHner. It includes military construction, sir. It does 
not include civil works. 

For example, the Chicago procurement office, which is the central 
procurement office for Engineer military supply items, entered into 
196 set-asides totaling $49,344,148 during fiscal year 1957 which 
represents 35.2 percent t of the amount obligated by that office. 

Since the m: 1ajor portion of Corps of Engineers dollars goes for con- 
struction purposes I would like to discuss the relationship of small 
business with our construction program. 

The construction industry as a whole qualifies as a small-business 
industry. Small-construction contractors form the backbone of the 
construction industry. It is estimated that they constitute about 
90 percent of all contractors in this country engaged in construction. 

During the period July 1956 through April 1957, 61 percent of all 
of the dollars spent for construction in the United States on contracts 
over $10,000 went to small-business construction contractors through 
the award of prime contracts. The actual volume of military con- 
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struction going to small business is increased appreciably above this 
figure through the subcontracting procedure. Another recent survey 
covering 79 prime contracts disclosed that of the total value of $94 
million, 53 percent was subcontracted. Applying this percentage to 
the difference bet ween 100 percent and 61 percent heretofore mentioned 
results in an additional volume of 21 percent going to small business 
for a total of 82 percent for contracts over $10,000. We must assume 
that most of the contracts under $10,000 went to small business. 

Senator Javirs. General, would you mind an interruption at that 
point ! 

General Irscuner. Certainly not. 

Senator Javirs. Would you tell us how small business is defined by 
the corps ? 

General IrscHner. Small business is defined by the corps, sir, as 
firms having less than 500 people hired. 

Senator Javirs. Employed ¢ 

General IrscHNner. Yes, sir. 

Senator JAvirs. You may proceed. 

General Itscuner. In summary the Corps of Engineers has a com- 
prehensive small-business program and places over 61 percent of its 
one for military construction, repairs, and utilities, supply and re- 

sarch, and development with small business as prime contractors 
Sube ontracting appreciably increases the total share received by 
small business through prime contracts and based on these factors 
I consider the objectives of Congress and your committee are being 
fully met by the Corps of Engineers. 

Staff members responsible for military construction, military sup- 
ply, and research and development are present and we will be happy 
to furnish you with any further information desired. 

Senator Javirs. In the letter of invitation, the staff advises me that 
we asked for a report from Military Construction, Military Supply, 
and Research and Development. 1 wonder, General, whether any- 
thing like that has been prepared 4 

General Irscuner. Yes, sir. I have here copies of a report on pro- 
curement statistics which I would like to turn over to you, Mr. Chair- 
man. 
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(The statistics referred to follow :) 


OXHIBIT 417 


Corps of Engineers, procurement summary, July 1, 1956, through Mar. 31, 1957 


| 
Value Percent Number of| Percent 
actions | 
| 
Thousands | 
I. Total new procurement 2 $693, 094 100.0 | 109, 871 100. 0 
a. Total awarded by negotiation ___ 186, 337 26.9 89, 601 81.6 
Negotiated by law 2 (c) (9)_-- : = : . 
Negotiated by law 2 (c) (3) __- 9, 013 1.3 84, 794 77.2 
Balance negotiated 177, 324 25.6 4, 807 4 
b. Total awarded by formal advertising 506, 757 73.1 20, 270 18.4 
II a. Total new procurement ?__ 693, 094 100. 0 109, 871 100.0 
b. Total awarded to small business 408, 428 3 58.9 90, 474 82.3 
(1) Negotiated 76, 201 418 7 | 71, 585 79.1 
(2) Formal advertising 332, 227 4813 18, 889 20.9 
c. Total awarded to large business ; 284, 666 341.1 19, 397 17.7 
(1) Actions under $10,000 6, 603 523 18, 453 95.1 
(2) Small business not solicited 52, 351 518 4 214 1.1 
(a) No known small business source 22, 417 6428 162 75.7 
(5) Emergency procurement 205 6.4 3 1.4 
(c) Maintenance of the mobilization base 
(d) Item under proprietary control or 
standardized 9, 781 618.7 23 10.8 
(e) Small business cannot meet quantita- 
tive or delivery requirements 19, 948 6 38.1 26 12.1 
(3) Small business had opportunity to bid, but 225, 712 $79.8 730 3.8 
(a) No bid received from small business 25, 226 711.2 72 9.9 
(6) Low bid not from small business 198, 139 7 87.8 639 87.5 
(c) Low bid from small business not re- 
sponsive 718 7.3 | 13 
(d) Low bid from small] business rejected 
on basis that the concern was not a 
responsible bidder (ASPR 1-307) 768 7.3 4 5 
(e) Low bid from small business not ac- 
cepted for cther reasons 861 7.4 2 
CUMULATIVE, JULY 1, 1956-MAR. 31, 1957 
I. Total new procurement 693, 094 100.0 109, 871 100.0 
Il. Total awarded to small business 408, 428 58.9 90, 474 | 82. 3 


1 Balance of statistics retained in committee files. 

2 Total of large and small business. 

’ Percent of total new procurement 

4 Percent of total awarded to small business. 

5 Percent of total awarded to large business 

6 Percent of small business not solicited. 

7 Percent of small business who had opportunity to bid. 


Source: DD 350 and DA 377. 


Senator Javits. Fine. 

General Itscuner. I also have a letter which is the implementation 
of the small-business program and set-asides for small business, issued 
on June 24, 1957, with enclosures of letters that were received from 
the Department of Defense and the Department of the Army. 

(The Corps of Engineers implementation letter without enclosures 


follows:) 
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EXHIBIT 42 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE CHIEF OF ENGINEERS, 
Washington 25, D. C., June 24, 1957. 

Engpl 
Subject: Army small business program and set-asides for small businesses. 
To: Commanding general, the Engineer Center and Fort Belvoir. 

Commanding general, Engineer Research and Development Laboratories. 

Division engineers. 

District engineers. 

Commanding officer, Engineer Maintenance Center. 

Commanding officer, Army Map Service. 

Commanding officer, engineer depots. 

Chief, Chicago Procurement Office, CE. 

President, Beach Erosion Board. 

Resident member, Board of Engineers for Rivers and Harbors. 

Director, Waterways Experiment Station. 

Director, Snow, Ice and Permafrost Research Establishment. 

Chief, Engineer Supply Control Office. 

Officer in charge, Midwest Engineer and Construction Office. 

Chief, field offices, Army Map Service. 

Officer in charge, rear echelon, Mediterranean division. 

1. For the information of and compliance by all concerned, transmitted is 
copy of letter,’ with enclosures, from Office of the Adjutant General, June 14, 
1957, subject as above. 

2. Addresses will complete the actions required by paragraphs 2a and b of 
attached letter and will forward two copies of any implementing directives 
issued, to this office. Attention: Small Business Advisor, not later than July 15, 
1957. Action required by pargraphbs 2c and d is the responsibility of the Office, 
Chief of Engineers. 

W. K. WItson, Jr., 
Major General, United States Army, Acting Chief of Engineers. 


“See exhibit 2, p. 41. 

Senator Javits. Without objection, General, the staff will examine 
the material and determine what part of it is pertinent to this record. 

Without objection, the material will be included accordingly. 

Mr. Wea ADOCK. General Itschner, this material you are now fur- 
nishing was in response to our second letter advising rescheduling of 
this hearing. We are grateful to you for supply! ing ‘this information. 
However, the initial letter that went to the C orps of E ngineers from 
the chairman of this subcommittee requested, if I may quote from the 
letter 

In addition to the above, the committee is extremely interested in overall 
operations, and would like for Generals Heimann and Brown, and Col. H. E. 
Brown, to make a report to the committee regarding military supply, military 
construction, and research and development, respectively, and be prepared to 
answer questions relating thereto. 

In the submission of your material for inclusion in the record, we 
did not receive a report from these gentlemen covering these three 
specific areas. 

You have, of course, touched on the general overall program, and 
you have answered the specific items within our requesting letter, but 
we were very anxious to receive these nc pu cera in the area 
of research and development in the Corps of Engineers 
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General IrscuHner. I was not aware that you wanted a formal re- 
port on that subject. We have Colonel Brown here today, prepared 
to give testimony on that subject. 

Mr. Weapocx. General, we don’t have a check list of specific ques- 
tions whereby we can draw out the information from you concerning 
these programs. If you do not have that report at this time, I w onder 
if perhaps you can submit it before the record closes ? 

General Irscuner. Yes, sir. We will be very glad to submit such 
a report. 

Mr. Weapock. Possibly through correspondence later on with your 
office, or with Colonel Brown himself, we could ask questions about 
the program. His report may prompt certain questions we would like 
to ask. 

General Irscuner. I would be very happy to send you such a re- 
port very promptly, sir.* 

Mr. Weapock. Fine. 

Now, returning to your prepared statement, if we may General, 
you refer to the ‘small- business adviser on your staff. Is he on your 
immediate staff, or is he in your contract and purchasing division, or 
just where is he physically located ¢ 

General Irscuner. That is Mr. Dunn, who is here today, and he is 
a member of the staff of the Assistant Chief of Engineers for Military 
Supply. 

Mr. Weapock. Then he is not in the Office of the Chief of Engi- 
neers ¢ 

General Irscuner. Yes; he is in the office; he is a part of that Office 
but he reports to the Assistant Chief of Engineers for Military 
Supply. 

Mr. Weapock. Well, the committee has for some time recommended 
that these small- business advisers, since the small-business program 
incorporates matters all the way across the board, that he have direct 
access to the Chief of the Technical Service or the Naval Bureau, 
whichever the case may be. We have recommended in the past that 
this position, of small-business adviser—we appreciate that the spe- 
cialists have to be out in the field where the work is going on, but 
the individual selected by each technical service, or ni .val bureau, or 
Air Force command who is in a sense trying to keep the commanding 
general out of trouble, and advised on these matters, we have sug- 
gested from time to time that he be placed right in the front office. 

Would you have any objection to a revision ‘of your table of organi- 
zation of that nature? 

General Itscuner. No; I don’t think I would have any objection 
to that revision at all. I think that his duties would not be changed 
very much, because he does have cognizance over all small- business 
measures. But it is true that some of those matters pertain to con- 
struction as well as supply, so perhaps that would be an improvement 
in our organization setup. 

Mr. Weapock. All right, sir. Now, another question, General, if 
I may. 

You referred to a survey which you have recently made. I 
wonder if it would be possible if the committee could receive a copy 
of that survey wherein you covered 79 prime contractors? 


See appendix XVIII, p. 487. 
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General Irscuner. Yes, sir. I would be very glad to furnish that.™ 

Mr. Weapock. Which study reflected that 53 percent of $94 mil- 
lion was subcontracted ? 

General IrscHNeER. Yes, sir. 

Mr. Weapock. A last question, General, referring to your penulti- 
mate paragraph, you state that the Corps of Engineers has a compre- 
hensive small-business program, and places over 60 percent of the 
funds for military construction repairs and supply and research de- 
velopment with small business as prime contractors. 

I wonder if you have available, or if Mr. Dunn would have avail- 
able the specific percentages in each of those particular areas? I 
presume that you have lumped them together here. 

General Irscuner. That is correct. We do have them for each of 
the segments making up that total. 

Mr. Dunn. We do not have a breakdown, sir. 

General Irscuner. We could furnish such a breakdown? 

Mr. Dunn. Only in a limited sense. Our reporting system is not 
such that we could break down all of the figures pertaining to research 
and development, military supply, and military construction actions. 
Any report we make must be : eee e $10,000. 

Mr. Weapock. In all of those areas you will have procurements 
in excess of $10,000? 

Mr. Dunn. That is correct. 

Mr. Weapock. Yet you cannot measure this? 

Mr. Dunn. We can in any procurement over $10,000 give a contract 
purpose, and have a run on it. But we cannot take the overall dollar 
and break that down into supply, construction, research, and develop- 
ment. 

Mr. Wrapock. Most of the other reporting agencies use this same 
floor of $10,000. 

Mr. Dunn. We can break down over $10,000 on the three, research 
and development, military construction, military supply. 

Mr. Wrapock. Senator Morse, we were discussing with General 
Itschner, Chief of the Corps of Engineers, the small-business pro- 
gram carried out internally within his service.. I was directing ques- 
tions to the General’s small-business advisor Mr. Dunn. We have 
several other questions here. 

(Senator Javits relinquished the Chair to Senator Morse.) 

Senator Morse (presiding). Go right ahead. 

Mr. Weapock. What we would like in that connection; Mr. Dunn, 
would be not only the percentages in those individual areas, going 
to small business, but a measurement of the percentage of potential, 
also, if you would, please.” 

Mr. Dunn. Yes, sir. 

Mr. Weapvock. Now, General, one last question on this point. 

You indicated to Senator Javits a few moments ago that this ner= 
centage did not include your public- or civil-works program. Why 
do you distinguish between military supply, military construction, 
and public or civil works as regards your small-business program? 

General Irscuner. Actually, the only reason for distinguishing is 
because of the fact that we have not the records available in W ashing- 





51 Data subsequently furnished. See appendix XVIII, p. 487. 
52 See appendix XVIII, p. 490. 
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ton on the civil-works program. The amount of contracts awarded 
to small business in the civil-works program is very substant al though 
I suspect it would be somewhat under the amount for military con- 
struction, because many of the jobs are very large jobs. But it would 
be a very great amount. 

Mr. Weapock. I see. 

General Irscuner. I shall make an effort, if you would like, to get 
such information for you. 

Mr. ra apock. Well, we didn’t want any misunderstanding, Gen- 
eral. I don’t have any strong reason to believe there was, but as far 
as the small-business program is concerned, in relation to the pro- 
visions passed by Congress, this relates to all appropriated funds, 
whether they be military or of a civil nature. 

I was interested to know if perhaps you could tell us whether these 
small-business specialists that you have in the field, if any of them 
might be assigned to the public works area 

General Irscrner. Yes, they are involved in all programs, includ- 
ing the civil-works program. 

Senator Morse. If counsel will permit me to interrupt at that 
particular point—it has been my understanding, General, and T would 
like to have you confirm it for the record in order to prevent any 
misunderstanding that might flow from counsel’s question, that in 
the public works program, such as out in my State, where we build 
any one of our dams, such as Holley Dam, or Cougar, or any of the 
others, your small- business specialists do give an opportunity to small- 
business firms, in connection, at least, with subcontract, to obtain a 
share of the construction business. Is that not true? 

General Irscuner. That is correct, sir. There is a large amount of 
subcontracting accomplished on the larger projects which, in effect, 
means that small business does have a very large participation in the 
program as a whole. 

Senator Morsr. Now, let us for hypothetical purposes only, take a 
project such as Cougar Dam in the Eugene, Oreg., area 

That involves, I believe, some highway relocation. I am not sure, 
but let us assume that it does for my hypothetic al purpose, some rail- 
road track relocation and powerline relocation. It involves prepara- 
tory work in getting the dam site ready. It involves the building of 
diversion tunnels. It involves the excavation for the dam proper. 
Tt involves the so-called cement work, the reinforcement work. 
Finally, it involves the installation work of, in this particular in- 
stance, the power facilities, but could, in some other project, involve 
fish ladders and locks. 

Now, you take bids on the separate phases of the project—not neces- 
sarily ones in the order enumerated. But when you take the bid on 
Cougar Dam, you do not take a bid for the entire operation; you take 
bids on various phases of the construction. Is that not true? 

General Irscrner. That is correct, sir. We break down the entire 
project into a rather large number of smaller contracts. The dam 
itself, of course, by its very nature, has to be a single large contract. 
But many of the features that you mention are constructed by separate 
contracts. 

Senator Morsr. Now, the district engineer’s office in Portland fune- 
tions under the policy instructions that congressional anpronriations, 
as counsel has pointed out, include the policy of the Congress to give 
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small-business firms a fair and reasonable share of that business, based 
upon their ability to perform. 

General Irscuner. That is correct, sir. 

Senator Morsr. Now, what about the prime contractors? Staying 
still with my hypothetical case, we have company X, a large construc- 
tion company that gets the bid—gets the contract based on its bid— 
for construction of the dam proper. Will your small-business special- 
ists in the Oregon district advise that company that, although it has 
received the bid, it is subject to a policy of seeking to subcontract some 
of the work that can be handled by small firms to smaller contractors? 

General Irscuner. He would consult with them and advise them on 
that matter. But once a contract is awarded, we have no control over 
just how the prime contractor subcontracts. We do obtain from the 
prime contractor his plan and schedule. 

Senator Morse. That is what I wanted to get clear in the record. 
Once the contract is let, then the prime contractor is in complete con- 
trol of the work as far as these construction policies are concerned. 
But in evaluating his bid in the first instance, you take into account 
what he submits will be his policy in regard to subcontracting as to 
certain definite portions of the prime contract, and when you “decide 
whether or not to grant the bid, you are not limited by the require- 
ment that the bid goes to the low bidder, but the bid goes to the low 
bidder subject to certain criteria, such as demonstrate d ability to per- 
form, known control of the materials necessary for the construction, 
plus this criterion that we are meeting on here this morning, his state- 
ment in the bid offer that certain parts of the work will be sublet to 
small-business firms 4 

General Irscuner. No, sir. We do not have that as one of our 
requirements. 

Senator Morse. That is what I wanted to get clear in the record. 

General IrscuNrer. We make the award to the lowest bidder who is 
qualified to perform the work. 

Senator Morse. Then, General, how is small business protected un- 
der the policy of the Congress that they should get a fair share of 
the work, if the low bid controls, and you have two prime contractors, 
one with a low bid who makes no commitments as to what he is going 
to do by way of subcontracting to small business, and one prime con- 
tractor that makes a bid, and then gives you a proposal providing, for 
example, that he is going to subcontract the elimination of a forest, 
the clearing of the land, to a lumber company; that he is going to 
subcontract the excavation work for the diversionary tunnel to B con- 
tracting company? He sets that all out in his bid offer, whereas A 
just leaves blank any commitment as to what small business is going 
to get. 

General Irscuner. Fortunately, the construction industry is largely 
a small-business industry. We ‘found, for instance, that 82 percent 
of all of our contracts over the period surveyed went to small business 
just because of the nature of the industry itself. The volume of work 
of the largest contractor in the United States represents only two- 
thirds of 1 percent of the total volume in the industry. So, both due 
to subcontracting and due to the fact that it is essentially an industry 
of small business, we feel that small business does get a very fair 
share of the total without the contract that might otherwise be neces- 
sary if that were not the case. 
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Senator Morse. All right, Counsel. 

Mr. Weapock. General, referring to the tabbed information that 
you submitted, I would like to refer to tab A (see appendix XIV, (a), 
p. 467), the second from the last paragraph, where you say that De- 
partment of the Army Form 1877 is not prepared on classified pro- 
curements. 

Why is that not done, General? It is our understanding that both 
your small-business specialists and your small-business adviser are 
cleared for secret. 

General Irscuner. I understand, sir, that we do not require the 
form 1877 because of Army procurement procedures. 

Mr. Weapock. Well, if 1 may, General, Mr. Askins is the small- 
business adviser for the Department of the Army, perhaps we can 
explore this with him. 

Mr. Askins, it is our understanding that the classified procurements 
were to be covered by Department of Army Form 1877. Is this not 
true ¢ 


STATEMENT OF JACK ASKINS, SMALL-BUSINESS ADVISER TO THE 
ASSISTANT SECRETARY OF THE ARMY (LOGISTICS), TO THE 
DIRECTOR OF RESEARCH AND DEVELOPMENT, TO THE DEPUTY 
CHIEF OF STAFF FOR LOGISTICS, AND TO THE CHIEF OF RE- 
SEARCH AND DEVELOPMENT 


Mr. Asxrns. No, sir. The regulation, with regard to DA Form 
1877, is only limited to the unclassified procurements. In coordinat- 
ing or sté uffing this with the Department of Army Staff it was thought 
in “implementing this new form, which is entirely new to our entire 
system, that we would try it on an unclassified basis first because of 
the administrative workload involved, and also at the same time, we 
were a little leery of the information being put on a separate form 
with the distribution that we are making on it, that it might disclose 
information that has to be signed for or accounted for because of being 
classified. Therefore, we have not used it on classified procurements 
up to the present time. 

Mr. Weapock. This has been in effect since February of this year, 
What has be ‘om the experience to date? You say you were going to 
wait and see how it works. 

Mr. Askins. We intended to allow ourselves 6 to 8 months to give 
the procurement people in the field a chance to familiarize themselves 
with it, and also to see what an administrative burden it would be, and 
then ask for a consolidated re port from the field. We have not asked 
for a report just yet, because it is an entirely new system. We find it 
is really doing a job for us, but there are certain wrinkles that have 
to be ironed out. I think within the next 2 or 3 months it might be ex- 
tended to classified procurements. 

Mr. Weapockx. What portion of your procurements are classified, as 
opposed to unclassified ? 

Mr. Asxins. I would say less than 1 percent. 

Mr. Weapock. Then it does not look like it would be an unconscion- 
able burden to include the classified portion, does it ? 

Mr. Asxins. It is more or less the same situation we had at one time 
with reference to the Small Business Administration and classified 
procurements. That is, that on the classified procurements, we tried 
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to do it on a need-to-know basis. I see no reason, as long as it is an 
internal document, within the Technical Service, why each technical 
service could not have the flow of paper and the screening to be done, 
and the forms to be made out, as long as it stays within the flow of that 
service. 

Senator Morse. Will counsel permit me to ask a question? 

Mr. Weapock. Yes, sir; Mr. Chairman. 

Senator Morse. On this 1 percent, what is the basis of that? One 
percent of the projects are classified, or 1 percent of the money value? 

Mr. Asxins. About 1 percent of the actions. 

Senator Morse. Of the what ? 

Mr. Asxins. Of the actions; the actual contracts, is what I had 
reference to. 

Senator Morse. What is the dollar value of that 1 percent of the 
actions ? 

Mr. Asxrns. I am sorry, I can’t give it to you for a 9-month period. 
I can for the first 6-month per iod of this fiscal year, July through 
December 1956. The total actions we had of the classified nature, 
423, sir; 423 total actions that were classified, either confidential, se- 
cret, or top secret. 

Mr. Weavock. What was the dollar value? 

Mr. Asxrns. Roughly $480 million. 

Senator Morse. What is the dollar value of the other 99 percent ? 

Mr. Asxins. Just a second, please. 

Under unclassified, 17,733 actions, a total of $1,303,000,000, sir. 

Senator Morsr. $1.3 billion? ‘ompared with how many ‘million? 

Mr. Askins. About $500 million, in round figures. 

Senator Morse. Then 1 percent involves some pretty big projects ? 

Mr. Asxins. It does, sir. 

Senator Morse. So the more significant comparison, it would seem 
to me, would be the $1.5 billion, the 99 percent, as compared to $500 
million in the 1 percent. 

Mr. Asxrns. Still, on the other hand, that might involve just one 
contract, such as a guided missile contract, whic +h can run into that 
large dollar volume. 

Senator Morse. As a Senator, I am looking at it from the stand- 
point of appropriations, and the expressed congressional policy is 
that these appropriated moneys should bear a very close relationship 
to the policy of being of assistance to small business in a reasonable 

ratio. If you have your total unclassified program of a billion and a 
half dollars, representing 99 percent of your contracts, and the classi- 
fied program representing $500 million, I think counsel is quite right 
now in seeking to find out if it is possible in the near future to eet 
some small-business firms as sube ontractors, at least in these classified 
projects. 

Certainly we cannot distinguish or discriminate on the basis or 
from the standpoint of the classification of the project. We certainly 
cannot discriminate on the basis that X contractor is a small contrac- 
tor and Y contractor is a big contractor and we shall grant the classi- 
fied contract to Y recognizing, as I do, that on secret classifications you 
try to keep at a minimum the people that know about them. But I 
should think with proper effort we could possibly increase the number 
of small contractors that could be cleared for classified contracts. 
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Mr. Askins. May I, because I would like to have it in the rec- 
ord—and this is something that I have been working on for some time, 
some 4 years—reveal to you on this 6-month period on the overall 
Army basis, that small business is participating in this area. For 
the simple reason that of a total of 18,179 unclassified, 9,164 of those 
went to small-business firms. 

Senator Morse. For which I highly commend you. 

Mr. Asxins. I didn’t avail myself of the opportunity to do this. 
This was not premeditated, I assure you. But your making the state- 
ment you did, and I felt the Army should clarify its position, because 
this is one thing we have been working on. 

Senator Morse. I think it is important, because my deduction and 
what the record showed up to this point is that 1 percent of your 
records are classified,.and they exclude small business. 

Mr. Asxins. Another fact which I would like to call to the attention 
of the committee is that in the first 6 months of fiscal year 1957, the 
Army had only 3 top-secret procurements, and all 3 of them went to 
small business. 

Senator Morse. Let us get it perfectly clear, because either I mis- 
understood you, or the testimony, as I think the record will show, is 
not too clear on this, justifying my deduction. When we speak on 
the point that counsel raised about the classified projects, it is true that 
classified projects exclude small business ¢ 

Mr. Asxins No, sir; they do not. 

Senator Morse. But it is true that up until now these classified 
projects require the type of clearance that counsel referred to, and 
that only after clearance has been obtained is small business or big 
business eligible to bid on the classified project 

Mr. Asxrns. That is right, sir. The thing that counts for us is the 
fact that we do not process another piece of paper, namely DA Form 
1877, which says, “This is a checklist, did you give sm: all business an 
opportunity to compete?” We feel that in this area those that are 
classified and cleared as small contractors, and large contractors, have 
the opportunity, because those are few. 

Senator Morse. The DA Form 1877 has to be filled out in connection 
with all unclassified projects. 

Mr. Asxkrns. That is right. 

Senator Morse. But it 1s to date not used in connection with classi- 
fied projects. But the fact that it is not used with classified pray ts 
does not mean that you have a policy that eliminates small business 
from classified projects ¢ 

Mr. Asktns. We do not have such a policy, sir. 

Senator Morsr. Counsel, you pick it up at that point. 

Mr. Weavocx. Mr. Askins, we would like to have a copy of your 
findings after that 6 to 9 months’ study.** 

Mr. Askins. Ail right, sir. 

Mr. Weapock. General Itschner, we are sorry about that aside, but 
it was something we felt should be in the record. 

Referring to your tab D (see appendix XIV, p. 468), Criterion Used 
in Selecting Firms To Be Solicited When Bidder’s List Is Rotated, 
the staff of the committee was very pleased to learn of the general 
policy of the Corps of Engineers to use the preinvitation, or advance- 


53 This study to be furnished the committee when completed. 
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notice method, giving notice to contractors that such-and-such a proj- 
ect or contract 1s coming up. We think that is excellent. 

Senator Morse. I want to says General, that the commendation is 
not limited to the os When I made note of your tab D (see ap- 
pendix XIV, p. 468), I indicated that I thought you should be com- 
mended in the record for the policy that you are following in this 
regard. 

General IrscHNner. Thank you, sir. 

Senator Morse. I think it is simply another example of an observa- 
tion that I have made publicly so many times: That if you can once 
make clear to the Army engineers what the congressional policy is, 
and you make it binding upon them, you never have to worry about 
the Army engineers carrying out that policy, and I want to commend 
you for this additional evidence of that. 

Mr. Werapock. General Itschner, on tab E (see appendix XIV, 
p. 468), you have indicated that during fiscal year 1956, the corps ob- 
ligated a total of one billion-and-some-odd dollars in the continental 
U inited States, of which 77 percent was awarded by formal advertis- 
ing. I wonder if we could have that percentage similarly broken 
down between your supply contracts, your construction contracts, 
your research and development, and public or civil works contracts. 
The percentage of advertising and negotiated in each of those four 
areas. 

Mr. Dunn. Based on the $10,000 figure ? 

Mr. Weapock. Yes. I understand the $10,000 limitation. 

Senator Morse. I understand that will mean, then, that you will 
give us the material on (1) military supply contracts; (2) on mili- 
tary construction contracts; (3) on research and development con- 
tracts; and (4) on public works contracts ¢ ** 

Mr. Dunn. May I make a statement in connection with the public 
or civil works, sir / 

Senator Morse. I will be glad to have you do so, 

Mr. Dunn. In our civil works as of this date, we do not have avail- 
able figures. I am afraid we have no figures on some of our field 
offices. We have 

General Irscuner. That will be a very simple figure to furnish, sir, 
because we don’t negotiate any contracts on civil works. 

Mr. Weapock. They are all advertised competitive bids ? 

General IrscuNner. Yes. 

Mr. Weapock. That is splendid, General. 

The last question I have refers to tab I. (See appendix XIV, p. 
169.) It would be very helpful to the committee in its later considera- 
tion of your statement and in the preparation of its report on these 
hearings if the engineers could furnish to the committee a report on 
the number of large and small firms having outstanding call or open- 
end contracts. 

I don’t know how voluminous the number of contracts would be, 
General. It would be appreciated, if it would not be too much trouble, 
if we could have the dollar value of each of these contracts broken 
down between large and small.*® 

Senator Morse. We don’t desire to make any unreasonable requests. 


“4 See appendix XVIII, p. 488. 
& See appendix XVIII, p. 489. 
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Mr. Asxrns. It is all right. On the open-end type, we will not 
have a fixed dollar amount. It is open quantity. 

Mr. Weapock. But you would have the dollar value that has been 
obligated up to this time? 

Mr. Asxins. Yes. 

Mr. Weapock. Mr. Chairman, in view of the fact that we do not 
have the report, and have not had an opportunity to review the testi- 
mony of the supporting personnel to General Itschner, perhaps it 
would be best for the record to be kept open for the submission of this 
additional data, and also for an exchange of correspondence allow- 
ing for questions back to the corps and their answers after we have 
received the reports. 

Senator Morse. Does anybody have any objection to the counsel’s 
suggestion ¢ 

What do you think would be a reasonable time to keep the record 
open, General ? 

General Irscuner. I believe we can furnish all of this information 
in 10 days, sir. Weshall do much better than that if we can.” 

Mr. Weapock. That will be fine, Mr. Chairman. 

Senator Morse. We will give you 2 weeks. The record will be 
kept open for 2 weeks from 5 p. m. ‘today. 

Senator Javrrs. I would like to ask General Itschner a question. 

Senator Morse. Senator Javits. 

Senator Javirs. General, what happens to a small-business concern 
that takes a contract and then falls on its face in its performance? 
How do you handle such a situation ? 

General Irscuner. We would handle that in the same manner, of 
course, that we would a large firm that would fail to perform. In 
the case of construction, we always require bonds, and we go to the 
bonding company and ask them to either complete the contract, or 
to pay the amount of the indemnity. In the case of military sup- 
ply— 

May I ask Mr. Dunn to answer that question, sir, for the supply 
contracts ? 

Senator Javits. Surely. 

Mr. Dunn. Before we initiate the default action, we would have 
representatives of the Corps of Engineers visit the contractor, at- 
tempt to work out some equitable method by which he could con- 
tinue. If that procedure cannot be worked out satisfactorily, we 
must fall back to the procurement regulations, and initiate default 
action, and, of course, excess charges on a rebuy are charged to the 
defaulting contractor. 

Senator Javits. This procedure for visiting the contractor and 
seeing if he can be baikell out—does that apply to both construction 
and supply, or ~ supply ? 

Mr. Dunn. I was speaking of supply only, then, sir. 

General Irscuer. In construction we would make every effort to 
help the contractor so he would be able to meet his contract. 

Senator Javits. Do you have any really established technical as- 
sistance machinery to help a contractor who may have quite unwit- 
tingly and honestly gotten into difficulty with his contract, espe- 
cially if it is a small business ? 

Mr. Dunn. I think we can say yes, sir. We have 17 offices located 


% See appendix XVIII, p. 488. 
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throughout the United States. We call them contracting officer 
representatives. Immediately upon placement of a contract, the con- 
tract is assigned to 1 of these 17 offices for administration. 

The first step, then, is to have a representative of that office visit 
with the contractor, go over in detail his production plans, his pro- 
posed procurement, to see that he is actually buying the material 
needed to perform the contract. They will also assist and help him 
in any way possible to set his production line up, give him quality 

control, and anything else that is necessary. They don’t do this just 
once. They are always in contact with him until the completion of the 
contract. 

Senator Javirs. Could you give us any facts or figures on your ex- 
perience with small-business contractors in terms of their perform- 
ance, along the lines that we are discussing ? 

General Irscuner. We do not have anything factual that I could 
present at this time, sir. 

Senator Javrrs. Well, as to your experience, for example, with re- 
spect to defaults or performance? 

General Irsctner. There are very few default actions taken. I 
would like to ask General Heiman to speak on that, sir.°™ 

General Herman. To my knowledge, we have had only one case 
that was in a default situation, and that has been bailed out. 

Senator Javirs. Out of all these contracts that General Itschner 
was talking about? 

General Herman. I am talking about military supply, and I am 
talking small business. 

Senator Javirs. Could someone give us the same information on 
construction ? 

General Irscuner. The number is very, very small, percentagewise, 
sir. The exact number I can’t give you. 

Senator Javrrs. But generally speaking, you do have satisfactory 
performance from small business? 

General Itschner. Yes, an exception is so unusual that it would 
generally come to our attention in Washington. 

Senator Javrrs. And you do have machinery for helping small busi- 
ness to perform ? 

General Irscuner. Yes, sir; we do. 

Senator Javirs. That you consider adequate to the purpose ? 

General Irscuner. We consider it adequate. 

Senator Javirs. That is all. 

Senator Morse. I have only one more question, General. It is a 
policy question that involves your assigned position. I think you 
know me well enough from past associations to know that it reflects 
no personal feeling on my part toward you at all. I am just thinking 
of the position that you occupy. I think I know enough about the 
administrative branch of Government to know that the attitude of the 
man upstairs, as we say, determines pretty much the kind of janitor 
work that is done in the basement. 

I discussed this once on the floor of the Senate in connection with 
the conflict-of-interest problem, in which I said that I do not think we 
solve the conflict-of-interest problem by saying that the top administra- 
tor that would otherwise labor under the handicap of the conflict-of- 
interest problem is removed from the scene by the provision that 


86a Brig. Gen. D. W. Heiman, Assistant Chief of Engineers for Military Supply, Corps 
of Engineers, U. S. Army. See appendix XVIII, p. 487. 
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other people in the Deparment would do the negotiating and the con- 
tracting, because I know enough about military organizations, I think, 
and administrative organizations, to know that. the people in sub- 
ordinate positions do not deliberately go about following a course of 
action that they think might not be ps wrticular ly pleasing to the man 
upstairs. 

Now, with that as an explanation of the attitude on which I base 
this question, I would like to have you state for the record just what, 
as Chief of the Army Engineers, you believe your attitude to be in 
regard to this polic: y of Congress to divert into small-business chan 
nels a fair proportion of appropriated funds for the benefit of small 
business? Do you find yourself in sympathy with the policy, or with 
a reserved attitude toward the policy, or carrying it out only because 
it is the policy, or do you feel that from the standpoint of public policy 
it is a good policy ¢ 

General Itscuner. I personally feel, sir, that from the national 
viewpoint, such a policy is extremely desirable. I feel that the en- 
couragement of small business generally helps the Nation to be pre- 
p ared for a national emergency. It creates more competition, and 
In every respect it is a proper policy for the Federal Government to 
have. 

Senator Morse. May I say that if anybody had asked me out in the 
corridor what I thought your attitude would be, I would say I would 
take judicial notice of what you have just said. But I do think it 
is important to have it on the record. T think it will provide a great 
encouragement and economic morale builder to the small-business men, 
and furthermore, I think it supplies those of us on the committee with 
the answer that we need when we hear from small-business people who 
have not been fully informed as to the facts, who have accepted rumor, 
who have listened to the charge that there is prejudice here or there 
against their interests, to call to their attention the book and verse 
which you have just written into the record of this hearing. I want to 
commend you for that, too. 

Senator Javirs. I would like to join with the chairman in com- 
mending the Corps of Engineers for which I have just heard and read, 
and know about their affairs, in the same tone and spirit of what the 
chairman has just expressed. 

Senator Morse. Thank you very much. 

Mr. Weapock. Our next witness, Mr. Chairman, is Major General 
Creasy, Chief of the Army Chemical Corps. 

Senator Javirs. Mr. Chairman, I would like to make a statement 
before General Creasy testifies. 

The Chemical Corps is the corps in which I had the honor to serve 
during the war. I ama Reserve officer of the Chemical Corps. Gen- 
eral Creasy was then an officer in the lower echelons, and I had a great. 
deal of contact with him. I am one of his great admirers. He is ac- 
companied at this hearing by General Rothschild, who served in Re- 
search and Development, chemical development, of the corps when I 
was there. He is an outstanding officer. I think we are very fortu- 
nate to have two distinguished profession: al soldiers before us today. 
I want to extend a speci: al welcome to them both. 

Senator Morse. You didn’t need any character witnesses, gentlemen, 
but if you were going to have one, you couldn't have had a better one, 
as far as Iam concerned. We will be glad to hear from you. 
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STATEMENT BY MAJ. GEN. WILLIAM M. CREASY, CHIEF CHEMICAL 
OFFICER, DEPARTMENT OF THE ARMY; ACCOMPANIED BY COL. 
GILBERT P. GIBBONS, CHIEF, LOGISTICS PLANNING DIVISION; 
AND ANTHONY J. CAIOZZO, SMALL-BUSINESS ADVISER TO THE 
CHIEF CHEMICAL OFFICER 


General Creasy. Mr. Chairman and members of the subcommittee, 
I am Maj. Gen. William M. Creasy, chief chemical officer. I appre- 
clate your invitation to appear before the committee and welcome this 
opportunity to report on our small-business program. 

I do not think it is necessary to say that all of us in the technical 
services appreciate this effort to appear before your committee. This 
possibly applies more on the Chemical Corps than do the others, be- 


cause 1 find myself sometimes, when I follow people like General 


Itschner, General Cummings, and others, in the position of a pusheart 
peddler in the wholesale grocery division. 

We don’t deal in the same amounts of money that the other tech- 
nical services do, for obvious reasons. I think it is safe to say we 
have a little more fellow feeling for the small-business man as the 
result of our operation. 

I might add that in case you think I am apologizing too much for 
the size of our business, we have a research and development business 
about,the size of Du Pont and a supply business about the size of Gen- 
eral Electric, so we are not in small business as it is generally spoken 
of. 

With me are Brig. Gen. J. H. Rothschild, commander, Research and 
Development Command, to report on research and development; Col. 
Gilbert P. Gibbons, Chief, Logistics Planning Division, to report in 
detail on how we in the Chemical C orps are carrying out your policy 
to place a fair proportion of our contracts with small-business firms; 
Mr. Anthony J. Caiozzo, my small-business adviser; Mr. Leo F. 
Walsh, my industrial adviser; and Mr. Alex Smallberg, Director of 
Procurement, Fort Detrick, Md. 

While I am sure that you are aware of the mission of the corps, 
perhaps it may be well to restate it. 

The Chemical Corps develops and provides material and equipment 
for chemical, biological, and radiological warfare for the Army, Navy, 
and Air Force. This is accomplished by research and development 
at our research laboratories at Army Chemical Center and Fort 
Detrick, and testing at our proving grounds at Dugway, Utah, and 
through research contracts placed in industry by their purchasing 
offices; by manufacturing at Edgewood Arsenal, Army Chemical 
Center, Md.; Pine Bluff Arsenal, Arsenal, Ark.; and Rocky Mountain 
Arsenal, Denver, Colo.; and by major purchases of supplies and end 
items by the U hited States Army Chemical Procurement District, 
New York, with mmor purchases at United States Army Chemical 
Procurement District, San Francisco. 

We have four smaller offices located in Atlanta, Ga.; Boston, Mass. ; 
Chicago, Il., and Dallas, ‘Tex., whose missions are small-business 
liaison and industrial mobilization planning. However, it will be 
necessary to reduce Chemical Corps personnel strength in the Atlanta 
and Dallas areas due to the planned closure of the procurement offices 
in Atlanta and Dallas. A plan is under consideration for locating a 
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small number of personnel at some Army activity in Atlanta and 
Dallas to maintain liaison with industry in those areas 

The Chemical Corps Materiel Command, located at the Army 
Chemical Center, supervises procurement at eac h or urement office. 
Our Research and Development Command, located in Washington, 
D. C., has responsibility for research and development. Our E ngi- 
neering Command, located at Army Chemical Center, is responsible 
for design and product engineering. 

Our entire research and procurement organization, including that 
in my office and in our commands, arsenals, and purchasing offices, is 
charged with the responsibility to see that a fair portion of purchases 
is made from small-business firms. We find many advantages in 
availing ourselves of the assistance of small-business firms in accom- 
plishing our mission. 

I have appointed a small-business specialist in each procurement 
district at purchasing office of our laboratories, proving grounds, 
and arsenals. I have also appointed a small-business specialist at the 
Materiel Command, which directs but does not engage in procurement. 
Each of these small-business specialists, whose primary function is 
small business, is directly responsible to his commanding officer, and 
reports, through channels, inequities in small-business matters to my 
small-business adviser. 

Mr. Caiozzo, my small-business adviser, who is directly responsible 
to me, supervises the activities of all small-business specialists and the 
small-business program generally. He also acts as small-business 
adviser for the Research and Development Command, which, as I 
stated, is here in Washington. 

My small-business specialists are competent and are properly 
located in our procurement organization to keep abreast of our pur- 
chasing, to effectively implement the small-business program, and to 
maintain proper coordination with Small Business Administration 
representatives. 

I may say, as an aside, that while Mr. Caiozzo is directly responsible 
to me, his office is located physically in thea of my Logistics Planning 
Division from which he does most of his business. 

Mr. Weapvock. But he is directly responsible to you? 

General Creasy. Yes, sir. 

Mr. Weapock. Fine. 

General Creasy. Displays of Chemical Corps materiel are main- 
tained at procurement offices to assist potential manufacturers, par- 
ticularly small-business firms. 

In my judgment, the Chemical Corps has afforded small-business 
firms an equitable opportunity to participate in our procurement, and 
specifically they are receiving a fair proportion of our purchases. 

For example, of the 38, 188 contracts amounting to $24,381,000 
awarded during fiscal year 1957, the direct awards to small-business 
firms were 79 percent of the contracts, and 48 percent of our total 
proc acacia dollars. Eight percent of our procurement dollars was 
set aside for direct aw ards to small business. Subcontract awards by 
large business to small business are not included in these figures. 

We maintain a continuing review of our awards to small business 
to see that they do receive a fair proportion of the purchases made and 
to study trends as they develop. 





le 


n- 
r- 


18S 


nd 


00 
SS 
al 
‘as 
by 


1SS 
nd 


SMALL BUSINESS PROCUREMENT PROGRAM 311 


In your letter of July 18, 1957, you requested statistical data on 
procurement similar to that furnished by the Department of the Army, 
and copies of internal policy directives, multiletters, and instruc- 
tions relating to small-business procurement matters. This statistical 
data has been compiled and is submitted. A compendium of policy 
directives and related instructions, published at each echelon, has like- 
wise been prepared and is submitted.°* It is our judgment that the 
Department of the Army policies, procedures, and regulations are clear 
and specific and we, therefore, have held further implementing in- 
struction to a minimum. 

(The statistics referred to follow :) 


EXHIBIT 43 


Chemical officer, procurement summary, July 1, 1956—Mar. 31, 1957’ 
Dollar value Percentage Number of Percentage 
actions 
Thousands 
I, Total new procurement $13, 118 100. 0 27, 011 100. 0 
otal awarded by negotiation 8, 952 HS. 2 5, 977 96. 2 
N tiated | Law 2 (« ) $2 2 19 : 
Negotiated | aw 2 5 2, 453 8.7 25, 487 94. 5 
Balar n ted 6, 467 19.3 171 1.7 
ta ircle t 4 ! l i, | s 1, 034 3.58 
I vy procur 13, 118 0) 97.011 100. 0 
b) Total awarded t busine 6, 32 18. 2 22, 272 $2.5 
1) } i 4, 055 1.1 1, 02 96. 5 
2 t 270 5.9 70 3 
l ied bu 6, 793 : 2 4 sy 17 
l \ 10,¢ 1,344 8 4, 596 7 
2) Small bi not | 2, 709 30.9 69 
i k n mall busir 
ourcee 2 x 44,2 62 SY. Y 
I 1¢ en I l ( 
Maintenar biliza 
n base 2 3. 4 3 1.3 
1) Ite inder t ntr 
nad Led ( 2.4 4 5 
» i nt eC 
yuan lelivery I 
jui 
Small busi 1 opportunity 
bid l 1,79 6. 4 49 ) 
i 1 I 
busine ) 4. 4 1 8.2 
b) I 11 busi 
nes 1, 448 80) 4( BL. 
( Low bid I 1 
I | e my ) o l 
1) Low bid from small t nes 
1 be t 
( aioe n was not a “respon- 
s ’ bidder (ASPR 1-307 169 4 2 4.1 
7 bid f small bt ul 
not accepted for other reason - 
4) Large nonprofit institution 945 13.9 25 > 
CUMULATIV! JULY 1, 1956-MAR, 31, 1957 
. | 
I. Total new procurement 13, 118 100 27, 011 | 100 
Il. Total awarded to small busin 6, 32 48.2 22, 272 } $2. 5 


! Balance of statistics retained in committee file. 
2 Less than 1 percent. 
Source: DD 350 and DA 377. 


6» See appendixes XIV, p. 467, XVIII, p. 487, and XIX, p. 494. 
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You have indicated an interest in our small-business program and 
proce edures, and in our operational policies in 10 particular areas. 

Colonel Gibbons, who supervises procurement activities in my office, 
will give you a detailed report on these matters. General Rothschild 
will report on our research and development. 

I, as well as the other corps representatives with me, will be avail- 
able to answer such questions as the committee may wish to pose. 

Mr. Weapock. Mr. Chairman, if 1 may make a suggestion, sir, 
The Chemical Corps has previously furnished us with pre pared state- 
ments. We have had an opportunity to review them. If General 
Creasy would care to submit them, and have himself or his staff an- 
swer questions, as far as Colonel Gibbons’ statement is concerned, I 
believe it would be helpful. ‘Then we could have General Rothschild 
present his statement to the Chair. 

Senator Javits. Without objection the data which is referred to 
by counsel will be included in the record. 

Senator Javits. Counsel feels it would be well, General Creasy, if 
General Rothschild testified directly and then if there are any ques 
tions to be asked, they can be answered by Colonel Gibbons, General 
Rothschild, or any one of the staff, if they would identify themselves 
generally. 


STATEMENT OF BRIG. GEN. JACQUARD H. ROTHSCHILD, COMMAND- 
ING GENERAL, UNITED STATES ARMY CHEMICAL CORPS, RE- 
SEARCH AND DEVELOPMENT 


General Roruscuiip. Mr. Chairman, I feel privileged to provide 
your committee with a report of Army Chemical Corps research and 
development procurement. 

I have a prepared statement on research and development procure- 
ment which I will either read or present for the record as you wish. 
In presenting this report, I shall touch briefly on: 

(1) Organization of the Chemical Corps for research and develop- 
ment procurement. 

(2) The areas of contracting in which we are engaged with the 
essential differences between research and development and supply 
contracts indicated. 

(3) Small-business participation in our research and development 
procurement. 

(4) Actions taken to increase small-business participation in our 
research and development program. 

The United St: tes Army Chemical C orps Research and Develop- 
ment Command was organized in February 1956 under my com- 
mand. The headquarters of this command is located in Washington, 
D.C. All of the research and development operations of the Chemical 
Corps are conducted under the responsibility of three field installa- 
tions under my command. The United States Army Biological War- 
fare Laboratories at Fort Detrick, Md., the United States Army Chem- 
ical Warfare Laboratories at Army Chemical Center, Md., and the 
United States Army Chemical Corps Proving Ground, Dugway, Utah. 

The procurement support for the United States Army Chemical 
Warfare Laboratories is provided by the Army Chemical Center Pro- 
curement Agency located at Army Chemical Center, Md. This Agency 
is under the jurisdiction of the commanding general, United St: ites 
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Army Chemical Center. The procurement support of the other two 
activities is integral to their organizations. 
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As you have already been advised, we have small-business special- 
ists throughout the ( ‘hemical Cor ps to insure small-business partic ipa- 
tion in accordance with the policy and procedures set forth in Army 
regulations. In view of my physical location in Washington, D. C., I 
utilize General Creasy’s small-business adviser as my staff adviser. In 
each of the procurement activities previously mentioned, there is a 
small-business specialist on the staff of the activity and it is his par- 
ticular responsibility to assure that the small-business community 
receive its fair share of the total procurement of the Chemical C or'ps. 


AREAS OF CONTRACTING 


I should like to describe our research and development procure- 
ment, and the extent to which we utilize small-busines firms in our 
contract activities. Inthe three research and development field instal- 
lations, we undertake two distinct types of procurement; one which 
I shall identify as general contracting, and the other as special or 
research and development contracting. 

General contracting consist of contracts for general supplies or serv- 
ices involving off-the-shelf-type items for support of the laboratories. 
In such procurement, we follow the normal pattern prescribed for 
supply procurement, and utilize small-business specialists who review 
proposed procurement actions and make determinations to afford the 
maximum utilization of small business. 

Research and development contracting, involves negotiation tech- 
niques and contract considerations which are essentially different from 
those followed in our general contracts, and therefore require further 
explanation. 

In research and development contracting, we are not buying off-the- 
self or cataloged items but, instead, a special service or capability 
which we require but either cannot or do not wish to undertake with 
our own personnel and/or facilities. The factors that govern our 
determination to proceed with research and development contracting 
involve many considerations, including the following: 

(a) The need for special professional and technical skills. 

(6) The requirement for utilizing special or additional facilities 
owned by industry. 

(c) The benefits we can gain by the exchange of ideas and techni- 
ques with the business community. 

Although the objectives of research and development contracting 
are normally clear, the methods of reaching these objectives, and 
the expected results often cannot be accur: ately defined. Further the 
scope and expected work in a great number of our research and 
development contracts are classified in nature, requir ing special treat- 
ment. Briefly stated, the procedure utilized includes preparation of 
the scope required for the contract, approach to a number of con- 
tractors qualified in the field, and selection of the contractor with the 
best approach to the problem and with the necessary personnel, fa- 
cilities, and know-how. It should be recognized, however, that we 
follow the principle of the competitive system, and keep the pro- 
curement door open to all potential contractors, regardless of size. 
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We are mindful of the urgent need to preserve small business insti- 
tutions, and to give them equal opportunity. In adidtion, we recog- 
nize the benefits which can often be obtained in working with small- 
business firms in the furtherance of our research and development 
objectives. Such benefits include 

(a) Direct interest of the company’s top management, thus 
pin iding for easier and more direct negotiations. 

(b) The contracts may be less costly through greater economy 
ioe rations; and 

(c) Greater incentive for the company. 

A large percentage of our research and de velopme nt contracts fall 
within the range of $25,000 to $50,000. It has been our experience 
that contracts of such magnitude do not provide an incentive nor an 
atmosphere of sustained interest on the part of big business. In 
small-business firms this amount is considered impressive and _ pro- 
vides a satisfactory stimulation for good contract performance and 
for further interest in our future research efforts. 

We do not single out any particular size business but must make 
our decision upon the factors that are contained in the contract re- 
quirements. We do strive, however, to emphasize the importance of 
small business since we believe that their participation can be most 
gainful and that their future interest most beneficial to the accom- 
plishments of our efforts. 


SMALL-BUSINESS PARTICIPATION 


I shall briefly describe how we attempt to obtain the maximum 
participation of small business in our research and development con- 
tract effort. During the plan ning of the contract, the small-business 
specialist participates in a technical review board meeting, at which 
time the proposed requirement for a contract is evaluated along tech- 
nical lines and for aeeeenee with the research and development 
mission objectives. This provides the small-business specialist with 
a clear picture of why we propose to engage in the contract and what 
we hope will be acc -omplished thereunder. 

After the request is submitted to the contract procurement office 
for negotiation and placement, this same small-business specialist 
mene an active member of the contract negotiation team. Other 
membership on this team includes a negotiator, a legal representative, 
and a technical representative. The small-business specialist advises 
the contracting officer of small-business firms that should be con- 
sidered for the procurement. He maintains an active participation in 
the contract negotiations to assure that full consideration is afforded 
small-business firms, and submits his recommendations to the con- 
tracting officer with regard to the selection of the contractor. I 
believe that the importance of small business in our research and 
development contracting is adequately recognized throughout our 
negotiation process by all responsible personnel involved, and that 
small business will continue to be afforded opportunity for maximum 
participation in our future research and development effort. 

Now, gentlemen, I believe you would be interested in a few sta- 
tistics which will indicate the extent of the participation of small- 
business firms in our research and development total procurement. 

In 1955, 32 percent of the total research and development. procure- 
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ment dollar was spent on small business. In 1956, this went up to 
39. Based on the first three quarters of the current fiscal year (fiscal 
year 1957) this percentage has increased to 58 and there is indica- 
tion, incidentally, during the last quarter, that this will go up. 

From the above, it is evident that the small-business firm is re- 
ceiving an increasing share of our research and development procure- 
ment. I assure you that we will continue to encourage participation 
by smal] businesses and avail them of all possible-consideration within 
the best interests of the corps and the Government. 

In an effort to increase the partic ere of small business, we are 
employing the following measures 

(a) We have built up a dynamic organization to implement small- 
business policies. 

(6) Every opportunity ts afforded a small-business firm to be listed 
on the Chemical Corps Bidders’ List for Research and Development 
contracts and they are encouraged to submit their bids and proposals. 

(c) An active liaison is maintained between Chemical Corps con- 
tracting personnel and Small Business Administration representa- 
tives in developing small-business sources. 

(¢d) Contracting officers, negotiators, and technical representatives 
have been instructed regarding the importance of utilizing small- 
business firms wherever possible in our research and development 
contracting. A manual for technical representatives has been pre- 
pared for publication, which emphasizes the responsibility of these 
representatives to give maximum consideration to the utilization of 
small business. 

(¢) Letters have been forwarded to small-business firms requesting 
information on their technical capabilities and facilities. 

(7) Aclanse has been included in all research and development con- 
tracts which emphasizes the need, and encourages the use, of small- 
business firms as subcontractors. 

It has been a pleasure to appear before you and report on the Chem- 
ical Corps research and development procurement and the participa- 
tion of small business in this program. 

Mr. Weapock. Thank you very much, General Rothschild. With 
the permission of the Chair, there are some points in vour statement 
that we would lilke to explore a little further. 

Mr. Chairman, I was about to ask questions about certain of the 
points raised, 

Senator Javirs. I would like to ask the general a few questions if 
I may, before you start. 

General, I am a little puzzled about the figures which you have 
given on page 3. I am sure you can explain them. You say that 
the direct awards to small-business firms, 1 of 79 percent and 1 of 
48 percent of the total procurement—then in the next sentence it says 
8 percent of our procurement dollar was set aside for direct awards 
to small business. How do you reconcile those two statements? Both 
speak of direct awards to small-business firms. 

General Creasy: Mr. Chairman, 79 percent of all contracts issued, 
representing 48 percent of the dollars, were awarded to small-busi- 
ness firms. Of the total dollars which went to industry, 8 percent was 
set. aside for small business. Large business firms could not bid on 
this 8 percent. Bids from large firms were not considered. 
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Mr. Werapock. General Rothschild, on page 3 of your statement 
wherein you outline the procedure followed as far as your policy is 
concerned, we think that it is splendid that you do recognize the com- 
petitive system principles and keep the door open to all potential 
contractors. However, how do you square that statement with the 
preceding remark that. you approach a certain number of contractors 
“qualified in the field ?” 

Now, here we have a case where you have predetermined that in 
the specific area of the problem that you are attempting to satisfy, 
there are a number of existing contractors that. someone in your tech- 
nical division has concluded are qualified to perform that particular 
type of work, which is a very logic al and feasible approach. Never- 
theless, you say that you do keep the door open to all potential con- 
tractors. 

Is this to include someone you might have overlooked? Do you 
take a second look at this?) How do you bring in these later events? 

General Roruscuivp. I think the latter comes in through a general 
search for the contractors who are interested in working in the areas 
that we are going to be involved in. We find out, we encourage, poten- 
tial contractors to come to us and evidence their interest in getting 
the contracts from us. Therefore, we build up our list of possible 
contractors. Then when it comes to the actual letting of a contract, 
where we are asking for proposals, we go to what seems to be a 
reasonable number, depending upon the type of contract you are 
talking about. 

General Creasy. It is difficult to keep a qualified bidders’ list for 
things like the dissemination principle, for example. 

Mr. Weapock. Surely. 

We have explored this very area with the bureaus of the Navy and 
we understand how difficult it can be. 

If you turn, General Rothschild, to your statement on page 5, you 
say that every opportunity is afforded to small-business firms to be 
listed on your bidders’ list. They are encouraged to submit their 
bids and proposals. Now, does in fact, the Chemical Corps do any- 
thing to actively go out and seek these contractors, or do you merely 
give them a nice reception when they come in and sit down to discuss 
their facilities: their plant facilities, their capabilities, and their 
engineering staffs? 

We had the experience, General, if I may just continne here for a 
minute with the Air Force, where they have been developing at the 
rate of something like 150 a week, new sources for various types of 
research contracts. Of course, this would not all be in one field. 
This would be across the board. We are interested to know if the 
Chemical Corps is similarly seeking out these new sources. 

General Roruscuip. We have quite an active program for finding 
new sources. This applies both to our research-type contract where 
you are likely to end up with a nonprofit organization, and the type 
of contracts for profit, either small or large concerns: this is a definite 
program. 

Mr. Weanocx. All right, sir. 

General Creasy. If I may interject there, one of the problems, of 
course, that applies to our work has to do with the classification. To 
the maximum extent possible, we have bulletins where we can acquaint 
people in the area with our fields of interest. We have had several 
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of these in the last 2 or 3 years. Of course, we also have an active 
team that visits industrial organizations that deal in research. We 
lay before all those we can, on a classified basis, what our requirements 
are. We solicit from them. 

Mr. Weapock. Yours is an active program, then, rather than pas- 
sively letting these people come to you ¢ 

General Roruscump. This program is indulged in, in both the busi- 
ness side and the technical side. Our technical people are also look- 
ing for contractors to bring into the field. 

Mr. Weapock. Yes, sir. General, we did want to commend you 
for your paragraph headed “Small Business Participation,” for get- 
ting your specialist in there at the kickoff. I mean, he comes in and 
partic ipates in the technical review meeting where you are endeavor- 
ing to determine exactly what your requirement may be and what gen- 

eral area it would fali in; and presumably, he sits right alongside 
these fellows all the way through until the end. 

Now, the one question we have on that point is, what if there is a 
difference of opinion on this? What if Mr. Caiozzo believes this 
should go to a small firm, and he thinks he knows of some qualified 
firms. This is a negotiation, let us say; but he locks horns with the 
technical representative. Now, how do you resolve these differences ? 
Does it go to General Creasy or to yourself, or is it a 3-to-2 decision 
of the Board; or how is that proble m worked out? I hope you don’t 
have too many of them but let’s try to understand how it would work 
out. 

General Roruscuitp. This occurs in the field generally and the 
contracting officer in the field normally would make the final decision. 
Now, if the small-business spec ‘ialist in the field felt the decision 
were wrong and should be questioned, he has every right to go to 
Mr. Caiozzo, who is General Creasy’s and my small-business adviser, 
and get a hearing at a higher level. However, I don’t think any of 
these have ever come up. 

Mr. Wepock. The only problem there is, in General Creasy’s state- 
ment, he says the small-business specialist in the field goes back to 
your small-business adviser, yours and General Creasy’s through 
channels. Is there anyone in these channels who is going to overrule 
him before he gets a chance to bring this problem to Mr. Caiozzo and 
in turn, to one of you two gentlemen? We would prefer, and I 
believe, will probably so recommend i in our report this year, that the 
small-business specialist in the field have direct aecess to the small- 
business adviser on the staff of the Chief of the Technical Service. 
So when these difficulties arise, some chief of procurement or con- 
tracting officer is not going to stop this correspondence or what-have- 
you before it does reach a decision by you gentlemen in command 
positions. 

General Roruscuitp. May I go one step further? The small- 
business specialist in the field has access directly to the commanding 
officer in the field. He does not report to the contracting officer, but 
he works with the contracting officer, generally; for ex: imple, at the 
Biological Warfare Laboratories, the small-business specialist, if he 
feels the contracting officer has taken the wrong step, of course, he 
may go right to the commanding officer. He is his adviser. 

Mr. Wrapocx. Allright, sir. I agree with you there and so General 
Creasy has stated, but he says in addition to being directly responsible 
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to his commanding officer, he reports “through channels,” any in- 
equities to General Creasy’s adviser. 

Now, what we would like to know is what this “through channels” 
is. He is directly responsible to his commanding officer, a say an 
inequity of some nature would arise, and he repor ts this to Mr. Caiozzo, 
but only through this channel again. Is there an opportunity to pre- 
clude this information from actually reaching your adviser? 

General Creasy. The situation of the small-business adviser to the 
staff commander is roughly, that of the technical service representa- 
tive in the field command. He has a technical channel which brings 
that information directly to Mr. Caiozzo. This is done through 
correspondence and normal staff visits. On the other hand, I, as 
commander, certainly don’t want to be put in the position of ruling 
on what he considers inequity until I also get the position of the 
commanding officer. The commanding officer is in the position of 
having information come up, but the action comes up through him, 
so I get both sides of the picture. 

Mr. Weapocx. You want his endorsement one way or another on 
this thing, so you can see both sides of it / 

General Creasy. That is correct. 

Mr. Weapock. General, does that come to you or does it come 
to Mr. Caiozzo, if it originates with the specialist in the field? It 
has gone through channels. It has had the endorsement of the com- 
manding officer. When it reaches Chemical Corps Headquarters, 
who gets it? 

General Creasy. The command action paper must come from the 
command channel—from the commanding officer through Colonel 
Gibbons in my planning division, but he and Mr. Caiozzo get together 
with it and he brings it to me if they cannot work out what appears to 
be a satisfactory conclusion. 

Mr. Weapock. It must reach your desk ? 

General Creasy. I think it is safe to say they always reach my 
desk, and Mr. Caiozzo is satisfied with the result. 

Mr. Weapock. Fine. I think Mr. Caiozzo is probably a very 
energetic individual. 

Senator Javirs. May the record show Mr. Caiozzo agrees that is the 
practice? Will you say that for the record ? 

Mr. Catozzo. That is the practice of the Chemical Corps, yes. 

General Roruscuip. The way you take care of these situations, 
actually, is by the building up of the proper attitude toward small 
business through your whole organization, and I think General 
Creasy has fostered a very dynamic approach, so I should say 1 
would expect this sort of thing, even though you have a procedure for 
it. 

Mr. Weapock- That is fine. I wonder if it would be possible for 
you to submit to the committee, a copy of that manual for technical 
representatives that is evidently prepared for publication. I don't 
know whether it is out yet or not. 

General Rornscutp. Yes. I have a copy of it. 

General Creasy. Would you like to see it here? I can leave you 
one. 

Mr. Werapock. Is it in the published form now? If we could just 
have a copy of the booklet. Similarly, we would like to have for the 
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record the statistics and the implementing instructions that were re- 
quested in our second letter.’ 

General Creasy. They are here. 

General Roruscuimp. May I check one part of my statement here? 
[ just brought an example from one of my organizations. Do I have 
a raanual here from the Biological Warfare Laboratories or not? 
[ would like to retract that and submit that when I get them from 
my other field organizations. 

Mr. Weapock. All right, sir. Fine. 

Senator Javirs. Colonel Gibbons with whom I also served, I would 
like to join, too, in my welcome to the corps. Mr. Weadock would like 
toask you some questions, if it is agreeable to General Creasy. 

General Creasy. Yes. 

Colonel Gisnons. Thank you, sir. 

Mr. Weapock. Colonel, in your presentation, you mention, that the 
Army Chemical Center in Maryland is an extremely important in- 
stallation and then you listed here the various installations where you 
have your small-business specialists. I wonder if it would be pos- 
sible for us to have an indication of the grades held by these people; 
what their compensation amounts to; and how much of their time, 
their actual time, is devoted to their activities as small-business 
specialists 

Colonel Ginpons. Yes, sir. I have it right here, Mr. Counsel. 

Mr. Weapock. I was particularly interested, in addition to the 
grades, in the amount of time spent by each of these individuals on 
small business, in their capacity as specialists. 

Colonel Grssons. The small-business specialist at the Army Chemi- 
cal Center Procurement Agency: Mr. Kennedy is a GS-9 career 
employee. It is estimated that he spends approximately 50 percent 
of his time on small business. 

Mr. Wrapock. Where is he located, Colonel ? 

Colonel Grenons. At the Army Chemical Center Procurement 
Agency. 

Mr. Weapock. That isin Maryland? That is the one in Maryland? 

Colonel Gippons. Yes, pl 

Mr. Wrapock. All right, si 

General Creasy. May I interrupt here? The Army Chemical 
Center is also Army Chemical Center and Chemical Corps Material 
Command. It is a joint headquarters. All three activities are 
located in that installation. 

Mr. Wrapock. I see, sir. Go ahead, Colonel. 

Colonel Grepons. The small-business specialist, United States Army 
Chemical Center Ane Chemical Corps Material Command, Mr. Me- 
Donough, GS-12, career employee. It is estimated that he spends 
approximately 15 be recent of his time in small-business activities. 

Mr. Weavock. All right, sir. What about the other installations, 
Colonel ? 

Colonel Gispons. Starting with General Creasy’s small-business 
adviser. He is a GS-12 career employee. One hundred percent of 
his time is spent on small business. 

Our currently organized Atlanta district, Mr. Stallion, GS-12, 
career employee, 20 percent of his time. 


* See appendix XVIII, p. 487, and appendix XIX, p. 494 
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Mr. Weapock. We are losing that installation, are we not? That is 
being consolidated ? 

Colonel Giezons. That is true. 

General Creasy. I said in my statement we hope to maintain in 
Dallas and Atlanta, a small number of employees to perform pri- 
marily this function plus the mobilization base and they are to be 
satellited on some other activity in that district. 

Colonel Grsrons. The other district in this category, Dallas, Mr. 
Pope, GS-11, career employee, 25 percent of his time. 

Chicago, Mr. Brink, GS-11, career employee, 50 punent of his time. 

Dugway Proving Ground, Mrs. McGowan, GS-9, career employee, 
25 percent of her time. 

New York, Mr. Sarli, GS-12, indefinite, 75 » percent of his time. 

Biological Warfare Laboratories at Fort Detrick, Mr. Kline, GS-12, 
career employee ee, 15 percent of his time. 

San Francisco, Mr. Rookaird, GS-11, career employee, 20 percent 
of his time. 

Pine Bluff Arsenal, Mr. Frew, GS-11, career employee, 5 percent of 
his time. 

Rocky Mountain Arsenal, Mr. Shanley, G. S. 7, career employee, 
15 percent of his time. 

Mr. Weapock. Is that the conclusion of the list, Colonel ? 

Colonel Grezons. That is the total list. 

Mr. Weapocx. All right. 

Last year in our hearings, Assistant Secretary of Defense Mr. Pike 
testified. It was brought out there had been some difficulties in the 
past in maintaining sufficient and a idequate grades and compensation 
for the specialists. Have you lost any of your specialists through 
proselyting by other agencies and are you pretty well satisfied with 
the grades and compensation that you presently have for these people? 

Colonel Grezons. I would like to answer your question in two parts. 
I do not know of losing any of our small-business people to other 
agencies. Secondly, in the areas where the percentage shown is small, 
the grade is dependent largely on the other activities in which the 
person is engaged. 

Mr. Weapock. I have nothing further, Mr. Chairman. 

Senator Morse. I have no comments. I think it ought to be said 
in this record, however, that you just don’t have any idea, until you go 
back and study the records of the Small Business Committee, and see 
the difference between this hearing today, and the hearings a few years 
ago. It just demonstrates that when a congressional committee and a 
governmental department work out mutually acceptable procedures 
for carrying out a Congressional intent, it results in exactly the kind of 
remarkable cooperation that this record has shown all morning. You 
and I, Senator Javits, and of course, the Senator from Florida (Sen- 
ator Smather s) ought to have this record show our high commendation 
not only for the people in the Military Establishment for the grand 
cooperation they have given to the committee; we should also let the 
record show that the men who did the work for the committee are 
these very loyal and efficient staff members who prepared the material 
for us and have given us in turn, the direction that we needed in order 
to do our job as Senators. I do not have the reputation, at least, for 
flattery. I want the record to show my high commendation of the 
personnel of the Army and the staff of this committee for what I think 
is a record here of outstanding public service. 
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Senator Javirs. Mr. Chairman, I am very glad to be enlightened 
in this way. I thoroughly agree, from “at I have seen, that the 
committee has done an outstanding job. Iam constantly impressed 
with the staff’s competence in all technical matters. I might say, as 
early as 1941 and 1942, before I had other duties, I had some rela- 
tionship in the procurement activities; even then the corps was al- 
ready beating the highways and byways to get people to do its work 
and to vitalize small-business concerns which were then dying on 
the vine. 

I think this particular corps has had quite a problem in getting 
sources of supply, which have become specialists in its particular 
lines of activity. I am very pleased that the Chemical Corps earned 
the recognition from such distinguished Senators as Senator Morse, 
and from this committee and the committee staff. 

Thank you. 

Senator Smatruers. Thank you. I might say for the record, that 
I am grateful for what the Senator from Oregon has said, as well as 
the Senator from New York. I would like to emphasize that these 
hearings in recent years have demonstrated, particularly this year, 
what can be done for the small-business community, where the mili- 
tary services understand what the intent of the Congress is, and 
particularly this committee, in helping small business. They can do 
it. I think so far as these hearings this year are concerned they have 
demonstrated that they have done it. And, to a great extent, as the 
Senator from Oregon so well stated, we can thank the very fine staff 
we have for staying with this program and making it work. 

Senator Smaruers. Now, let us hear from Colonel Gibbons. 


STATEMENT OF COL. GILBERT P. GIBBONS, CHIEF OF THE LOGISTICS 
PLANNING DIVISION, OFFICE OF THE CHIEF CHEMICAL OFFICER, 
DEPARTMENT OF THE ARMY 


Colonel Grsrons. I am Col. Gilbert P. Gibbons, Chief of the Logis- 
tics Planning Division, Office of the Chief Chemical Officer, super- 
vising Chemical Corps procurement. 

Small-business specialists are located at the Chemical Corps Ma- 
teriel Command, Army Chemical Center, Md., and at the following 
Chemical Corps purchasing offices: 

New York Chemical Procurement District 

Army Chemical Center Procurement Agency, Army Chemical Center, Md. 
Fort Detrick, Frederick, Md. 

Chicago Chemical Procurement District 

San Francisco Chemical Procurement District 

Atlanta Chemical Procurement District 

Dallas Chemical Procurement District 

Pine Bluff Arsenal 

Rocky Mountain Arsenal 

Dugway Proving Ground, Dugway, Utah 

The Chemical Corps policy on small business is to implement the 
statutory provision of title 10, United States Code, section 2301, 
which declares that it is the policy of Congress that a fair proportion 
of purchases and contracts made be placed with small-business firms, 
and the small-business policy of the Army to establish a comprehen- 
sive and effective small-business program to carry out the policy of 
Congress. 
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To implement this program, the corps issues the necessary instruc- 
tions to further implement Army procurement proc edures on small] 
business. A small-business adviser has been appointed in the Office 
of the Chief Chemical Officer to advise him on small-business matters 
and to assist Chemical Corps procurement personnel in executing the 
small-business program. The small-business adviser is a me mber of 
the Army Small Business Council, composed of the Army small-busi- 
ness adviser and the small-business advisers of the technical services, 
He presents special small-business problems of the Chemical Corps 
to the council for advice and assistance. When net in small- 
business procurement cannot be resolved direc tly by the small-busi- 
ness adviser, a board in the Office of the Chief Chemical Officer, con- 
sisting of the small-business, legal, and industrial advisers, reviews 
the matter after full investigation, hears complaints, and makes ree- 
ommendations for appropriate action. The small-business adviser 
supervises the activities of small- business specialists in field installa- 
tions, and represents the Chemical Corps on small-business matters 
with the Small Business Administration. He reviews the reports of 
small-business specialists on suitability of proposed procurement ac- 
tions for performance by small business to insure that small business 
has been afforded an equitable opportunity to compete. Copies of in- 
vitations for bid or requests for proposals ($5,000 or over), a list of 
firms solicited, and data on proposed procurement actions (DA Form 
1877), forwarded directly to him from the purchasing office are among 
the mechanisms utilized for this purpose. 

Each small-business specialist has small business assigned as his 
pr imary duty and principal function. If serving on a pi art-time basis, 
the discharge of his small-business duties takes precedence over all 
other assigned functions and duties. When acting as a small-business 
specialist, he is responsible and reports only to the Chief of the Pur- 
chasing Office. He reports any inequities in small-business matters 
through command channels to the small-business adviser of the Chief 
Chemical Officer for a resolution. 

Each Chemical Corps small-business specialist serves as a focal point 
in his area, to furnish information, liaison, guidance, and assistance 
to small-business firms regarding procurement, prime and subcontract 
ing, and financing, to locate new small-business suppliers, to appraise 
their possible use, to attend meetings with industry, to check procure- 
ment actions regarding suitability for award to small-business firms, 
to consider small-business firms for inclusion in the mobilization- 
planning program, to observe the effect of procurement policy on 
small-business participation, and to act as an adviser to contracting 
officers on evaluation of bids or proposals, and the award and admin- 
istration of contracts. He serves as the Chemical Corps coordinator 
on small-business matters with local Small Business Administration 
representatives. 

Small-business specialists screen all purchasing directives and, with 
technical assistance of production engineers, determines whether the 
items to be purchased are suitable for production by small business. 
Ile recommends to the contracting officer in appropriate cases that 
small business be invited to participate in the procurement, furnishes 
a list of small-business firms capable of furnishing the item, and en- 
courages multiple awards. If over $10,000, he also furnishes informa- 
tion on the procurement to the local Small Business Administration 
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representatives for review and possible recommendation to the con- 
tracting officer by the local Small Business Administration, that the 
bere ‘hase be set aside, in whole or in part, for small business. In such 

‘ases, he furnishes all available procurement information to the local 
Small Business Administration representatives. He furnishes such 
information on smaller purchases if he considers it desirable. If a 
small-business concern is a low bidder and capacity or credit is ques- 
tioned, the contracting officer notifies the Small Business Administra- 
tion and, with the small-business specialist, furnishes the Small Busi- 
ness Administration representatives with all pertinent technical and 
financial information available, to assist the Small Business Admin- 
istration in determining whether a certificate of competency should be 
issued. Ife reviews the extent of subcontracting in negotiated con- 
tracts with the contracting officer during negotiation, and with the 
contractor after award. 

The Chemical Corps recognizes, in accord with Army policy, that 
however efficient the small-business adviser and his statf of small- 
business specialists may be, the execution of an effective small-business 
program is equally the responsibility of the personnel who control 
and execute our procurement program. ‘These are the Chief Chemical 
Officer and his immediate staff; the commanders and personnel of 
the Chemical Corps Research and Development Command, and the 
Chemical Corps Engineering Command, who control development, 
engineering, design, specifications and changes thereto; the com- 
mander and personnel of the Chemical Corps Materiel Command who 
supervise procurement, imspection, and training of personnel, and 
recommend specification changes; the comm: anders and personnel of 
field purchasing offices, including contracting officers, purchasing 
agents, engineers, cost analysts, inspectors, and fiscal offic ‘ers, Who are 
actually engaged in the review and evaluation of bids and proposals 
and preaw: urd surveys, and in the award and administration of con- 
tracts. Army regulations and Chemical Corps instructions covering 
small-business procurement are clear and specific. It is the policy of 
the Chief Chemical Officer that they be understood and implemented 
by all Chemical Corps personnel whose actions affect small-business 
participation in procurement, and that positive action be taken to 
insure compliance. 

The Chemical Corps Materiel Command, located at the Army 
Chemical Center, Md., las responsibility, subject to approval of the 
Chief Chemical Officer, for establishing Chemical Corps procurement 
instructions to implement Army procurement procedures, when neces- 
sary. The small-business specialist of the Chemical Corps Materiel 
Command serves as a focal point in the command for the small-busi- 
ness program. He participates in the development and preparation of 
instructions which affect or may affect the small-business program. 
He reviews copies of invitations for bid or requests for proposals ($5,- 
000 or over), and lists of firms solicited, sent direct by the purchasing 
office, to determine suitability for small-business participation and to 
insure that smal] business has been atforded an equitable opportunity 
to compete. Small-business firms are indicated on the lists. He makes 
a monthly review of all purchase actions to determine the percentage 
of the total procurement awarded to small-business firms in each pur- 
chasing office and compares previous monthly awards to determine 
the trend of awards to small business. 
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These trends are reviewed and analyzed to determine whether small 
business is receiving a fair proportion or whether corrective action 
is necessary. Matters requiring corrective action at any purchasing 
office are brought to the attention of the small-business specialist and 
the commander. If necessary, corrective action is taken directly by 
the Chemical Corps Materiel Command. Matters not resolved at the 
command level are referred by the small-business specialist directly 
to the small-business adviser in the Office of the Chief Chemical Officer. 
He reviews invitations for bids for provision for progress payments 
in appropriate cases to insure that the need for progress payments 
will not be considered a handicap in awarding contracts to small 
business. 

Prior to the issue of a procurement directive in the Chemical Corps 
Materiel Command, the directive is given a careful review by the 
small-business specialist. The scope, the items required, the quanti- 
ties, and the delivery schedules are reviewed and analyzed by the 
assigned production engineer and the small-business specialist. The 
drawi ings and specifications are studied for the manufacturing opera- 
tions involved, the material requirement of all assemblies and sub- 
assemblies and the facilities required in appropriate cases. A set- 
aside in whole or in part may be directed by the command, or a recom- 
mendation is made to the small-business specialist of the purchasing 
office and to the contracting officer that the procurement be considered 
for set-aside for small business. 

The small-business adviser and/or small-business specialists of the 
Chemical Corps, during 1957 attended Small Business Administration 
Regional opportunity “conferences with industry, at Denver, Colo. ; 
Houston, Tex.; Syracuse, N. Y.; Charleston, W. Va. ; Birmingham, 
Ala.: and Atlanta, Ga., and provided exhibits and proc urement in- 
formation in support of the Small Business Administration program. 
They attended Department of Defense Small Business Regional 
Council meetings held at Birmingham, Ala., and Philadelphia, Pa., 
to discuss the small-business program of the Department of Defense 
with local small-business specialists of the Army, Navy, and Air 
Force, the problems encountered and how they were resolved. 

A procurement review team of the command of which the.small- 
business specialist is a member, visits each purchasing office approxi- 
mately twice a year to review all procurement administration and 
train procurement personnel to implement the small-business pro- 
gram. Execution of the small-business program is an assigned area 
for review by the team and specifically by the small-business specialist 
of the Chemical Corps Materiel Command. 

The Chemical Corps Inspector General, as a part of his annual 
inspection of each procurement installation, reviews all aspects of 
execution of the Chemical Corps small-business program with com- 
manding officers, contracting officers, procurement personnel, and 
small-business specialists, and makes recommendations for any cor- 
rective action necessary. The small-business adviser of the Chief 
Chemical Officer is a member of the inspection team when available. 

The small-business adviser visits small-business specialists at pur- 
chasing offices to review their activities as may be necessary. 
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The small-business adviser and the small-business specialist of the 
Chemical Corps are qualified and properly located to carry out small- 
business policy. The personnel of the Chemical Corps who are actively 
engaged in procurement program execution are also qualified and 
properly located to render assistance in executing the small-business 
program. 

I believe that the policies and procedures which I have outlined 
provide an equitable opportunity for small-business firms to compete 
for the procurement of Chemical Corps supplies and services and 

result in effecting a fair participation by small-business firms in our 

procurement program. Our interest in small business is not new. The 
necessity for perfor ming a major proportion of research and manu- 
facturing in Chemical Corps laboratories and arsenals, because there 
are no available sources in industry for performing our type of work, 
has resulted in increasing the number and in greatly reducing the 
average dollar value of our procurement actions. This is a result of 
purchases of supplies and components rather than end items and 
affords smaller firms an opportunity to participate in our work. 

A report on execution of the Chemical Corps small-business pro- 
gram with regard to dollar values and procurement actions for the 
years 1954 through third quarter 1957, is as follows: 


Report on the Chemical Corps small-business program and procedures 


Procurement dollars (in thousands) 


Fiscal year | Fiscal year Fiscal year 3 quarters 


1954 | 1955 | 1956 fiscal year 
| | 1957 
alt be giseinesia dicen ones: ical aincieais Sa aia bl ehh oes 
Total ee ete nck $51, 901 | $47, 587 | $40, 251 $13, 118 
Small business. _- 23, 517 | 22, 129 14, 870 6, 325 
Small business (advertised) 15, 434 | 8, 835 | 9, 242 2, 270 
Small business (negotiated) _____- ; | 8, 083 13, 204 | 5, 628 4, 055 
To small business S ren oa percent 43.3 46.5 | 36.9 48.2 


Procurement actions 


Total actions 29, 255 






j 

5 | 33, 914 | 37, 657 27,011 
Small business. - - 23, 578 27, 686 30, 589 22, 272 
Small business (advertised) 1, 658 1, 527 1, 388 770 
Small business (negotiated) __ __ | 21, 920 | 26, 159 | 29, 201 21, 502 
To small business : ; percent 80.6 81.6 81.2 82.5 


I wish to express my appreciation and that of General Creasy for 
the privilege of presenting this report to you. 

If you desire, I will now discuss our operational policies in specific 
areas in which your committee indicated particular interest. 

(1) Screening: There are no distinctions in our policies and pro- 
cedures in reviewing or screening procurement before solicitation, 
whether is be formally advertised, negotiated, classified, or unclassi- 
fied. The screening of supply procurement has already been covered 
and I will not repeat it. The screening of research procurement, 
prior to solicitation of bids or proposals, will be covered by the com- 
mander, Research and Development Command. 
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(2) In the selection of items suitable for small business, the follow- 
ing criteria are used: 

(a) Technical competence to furnish services or supplies re- 
quired ; 

(6) Profession of adequate production facilities ; 

(c) Availability of open capacity ; 

(d) Capability of meeting delivery schedules required; and 

(e) Ability to perform financially with Government financing 
not being considered an adverse factor or handicap. 

(3) Firms are placed on bidders list as a result of requests or visits 
from industrial or research firms, direct inquiries to industry by pur- 
chasing offices and information received from other Government agen- 
cies. Trade registers and publications are utilized. Firms are fur- 
nished Standard Form 129, Bidder’s Mailing List Application (cut 
sheet), and DD Form 558-1, Bidder’s Mailing List Application Sup- 
plement (cut sheet t), to develop necessary information to establish 
bidders lists for particular classes of items. Such lists are maintained 
on a current basis and are subject to continuing review and revision. 

(4) In the rotation of lists of bidders in any particular procure- 
ment, fair and representative percentages of large and small business 
firms are included in the list of firms solicited. The total number of 
firms selected varies with the value of the procurement, the number of 
firms on the bidders oa and the recurrence of requirements for pro- 
curement. Where the list is small, all suppliers may be solicited. 
When the lists are large, a realistic percentage of firms is solicited. 
In any case, sufficient firms are solicited to secure competition and fair 
prices. 

(5) Our operational policy in deciding the method of procurement; 
that is, formal advertising or negotiated procurement, is the policy 
laid down by statutes and impleme nted by regulations. Purchases 
and contracts for supplies and services, including those for research, 
development, and test, are made by formal advertising, except when 
it is determined to be in the best interests of the Government to nego- 
tiate under the statutory exceptions established by Congress. - 
selecting the method, the Chemical Corps errs, if it errs at all, 
preferring formal advertising. Research contracts are generally ne- 
gotiated and contracts for research supplies are generally formally 
advertised. 

(6) Specifications: Federal and military specifications are used, 
except when the procurement is incident to research or development, 
for test equipment for Government laboratories, for items authorized 
for resale, for purchases less than $1,000, for 1-time purchase of items, 
or for the purchase of items for which it is impracticable or uneco- 
nomical to prepare a specification. Purchase descriptions, prepared 
by the Chemical Corps Engineering Command, are used for these 
exceptions and for Chemical Corps items purchased for field tests 
prior to standardization. 
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Pending review and concurrence of specifications, C hemical Corps 
purchase ‘descriptions are used for the initial purchase of military- 
type items. In initial procurement of such items, it often becomes 
necessary to introduce changes to improve performance, to reduce field 
maintenance, to improve storage characteristics, to improve produc- 
tion methods, or to make changes required as a result of field use. To 
the extent possible, deviations in drawings and specifications requested 
by small business are authorized, prov iding they do not change mili- 
tary characteristics, restrict interchangeability of components with 
those produced by « ther suppliers, alter other required characteristics, 
such as strength, etc., or del: ay deliveries. 

(7) Since the Pins action, the degree of international tensions 
has affected the establishment of logistic requirements. These require- 
ments were valid when established. As the situation changed, changes 
in requirements were dictated by circumstances. Required delivery 
schedules are given realistic review with respect to production by small 
and large business. Under usual conditions, delivery of smal] lots is 
permitted. Where participation by small business may be restricted, 
schedules are reviewed with responsible personnel to assure participa- 
tion by small business to the extent practicable. A review of each 
propos sed delivery schedule is made at the Che mic al Corps Materiel 
Command, and contracting officers have the authority and exercise 
the right to question and confirm any proposed delivery schedule. It 
must be recognized, however, that changed requirements will result 
in changing contract quantities and delivery schedules. Every pos- 
sible effort is made by the Chemical Corps to reduce the effect of 
changing requirements and to lessen their impact on contractors, large 
orsmall. 

($) Progress payments: Our policy on making progress payments 
available to small-business firms is that the need for progress pay- 
ments to small-business firms will not be treated as a handicap in 
awards to qualified contractors otherwise deemed competent and 
capable of satisfactory performance. They are not regarded as any 
less responsible by the need for reasonable contract financing provided 
by the Government. If the lead time and predelivery expenditures 
have a material impact on the contractors’ working funds, progress 
payments are made upon request, and the smallness of the contracts 
will not deter making progress payments. Large business firms are 
afforded progress payments under substantially similar conditions, 
except that, under Army regulations, progress payments are dis- 
couraged on relatively small contracts of stronger and larger contrac- 
tors (defined as less than $1 million). 

(9) Call and open-end type contracts: The Chemical Corps uses 
call al open-end contracts for the purchase of commercial-type sup- 
plies which are readily available and for which issue experience in- 
dicates there are recurring requirements. Chemical Corps call type 
generally are annus al minimum-maximum quantity contracts with 
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restricted maximum monthly calls. Chemical Corps open-end con- 
tracts are annual contracts with estimated quantities only, and 
restricted maximum monthly deliveries. They are used to keep sup- 
plies out of Army inventories, saving storage, maintenance, and 
delivery costs. 

(10) Sole source : The Chemical Corps policy is that specifications or 
invitations for bids shall permit such free and full competition as is 
consistent with the procurement of the property and services needed. 
If it has been demonstrated that only one firm can furnish the property 
or services needed, they are procured by negotiation. Sole-source 
items in the Chemical Corps supply sy stem, either end items or com- 
ponents, are kept under continuing review by the Chemical Corps 
Engineering Command, to develop “alternate sources of usable items, 
to obtain licenses to use sole-source designs, or to replace them with 
items covered by Chemical Corps drawings and specifications. When 
it is necessary, in order to place all bidders on an equal basis, sole- 
source components of end items are purchased separately from the sole 
source and furnished as Government-furnished property to the suc- 
cessful bidder. Sole-source end items are rare in the Chemical Corps. 
The use of commercial-type equipment which is a component of an end 
item and is obtainable only from a sole source is carefully screened by 
the Chemical Corps Engineering Command before use. Such use is 

based on (i) estimated extra cost of Chemical Cor ps design, drawings, 
and specifications versus the cost of the sole-source item, considering 
the quantities to be purchased; (ii) time of delivery in a partic ular 
procurement; (11) the availability of funds to design the item and 
make drawings and specifications; (iv) savings through interchange- 
ability of repair parts in maintenance when the qui antities required 
are small. Drawings and specifications are reviewed by Chemical 
Corps Materiel Command prior to approval and prior to standardi- 
zation of items, to eliminate sole-source items. 

Senator Smatruers. As I understand it, that ends that testimony of 
the Chemical Corps. Thank you, gentlemen, very much. 

I understand the Signal Corps is next. 


STATEMENT OF MAJ. GEN. J. D. O'CONNELL, CHIEF SIGNAL OFFICER, 
ACCOMPANIED BY J. P. JAQUETTE, SMALL-BUSINESS ADVISER 
TO THE CHIEF SIGNAL OFFICER, DEPARTMENT OF THE ARMY 


General O’Connett. My statement was first submitted to the com- 
mittee when I was out of the city on official business. My deputy 
submitted the original statement. I have not had an opportunity pre- 
viously to appear before this committee. 

Senator Smaruers. Thank you, General, for making your state- 
ment available. We already have a copy of it. All mght, sir; you 
may go ahead. 

General O’Connett. I have as my assistants, the small-business ad- 
viser for the Signal Corps, Mr. Jaquette, who is with me here today; 
and I also have 11 small-business specialists in field purchasing offices. 
These small-business specialists are selected because of their knowledge 
of procurement regulations and their familiarity in the area with the 
problems of small business. 

Exhibit A is a list of these appointees and the grade structure is 
indicated on that list, which I would like to submit for the record. 
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(Following is the list referred to:) 
ExuHIsit 44 
UNITED STATES ARMY SIGNAL Corps AppRESS LIST 


SMALL-BUSINESS SPECIALISTS 
Installation Appointee 

Office of the Chief Signal Mr. Jean P. Jaquetta, Sr., GS-14, Liberty 5-6700, 
Officer, Department of the extension 62106. 

Army, Washington 25, 

a. C. 

Commanding General, United Mr. Gurney A. Grewer, GS-12, Kingsley 6-3200, 
States Army Signal Supply extension 749. Alternate, Mrs. M. Jacobsen, 
Agency (USASSA), 225 GS-9, extension 267 
South 18th Street, Phila- 
delphia 3, Pa. 

Commanding Officer, Labora- Mr. Frank J. Mayer, GS-12, Eatontown 3-1000, 
tory Procurement Office, extension 51729. Alternate, Mrs. Jean Nuttal, 
USASSA, Watson Area, extension 51729. 

Fort Monmouth, N. J. 

Commanding Officer, Chicago Mr. James F. Weldon, GS-11, Andover 3-0234, ex 
Regional Office, USASSA, tension 106. 

615 Van Buren Street, Chi- 

eago 7, Ill. 

Commanding Officer, New Mr. William M. Gaynor, GS-11, Ravenswood 
York Area Office, USASSA, S—6000, extension 109. 

United States Government 

Building, 46th and North- 

ern Boulevard, Long Is- 

land City 1, N. Y. 

Commanding Officer, Los Vacant. Appointee being selected. 

Angeles Regional Office, 

USASSA, 751 South Figu- 

eroa Street, Los Angeles, 

Calif. 

Commanding Officer, Alaska Mr. K. William Gunther, GS-9, Lander 2264. 
Communication System, 

550 Federal Office Building, 

Seattle 4, Wash. 

Commanding Officer, Decatur Mr. Leroy M. Poss, GS—6, Decatur 8—2141, 

Signal Depot, Decatur, Iil. 

Commanding Officer, Hua- Mr. Kenneth M. Esch, GS—9, Gladstone 8—3311, ex- 
chuca Procurement Office, tension 3922. 

USASSA, Fort Huachuca, 

Ariz. 

Commanding Officer, Lexing- Mrs. Dolores Dant, GS-7, Lexington 2—2220, 
ton Signal Depot, Lexing- 
ton, Ky. 

Commanding Officer, Sacra- Mr. Harold Groff, GS-7, Hillcrest 6—-7841. 
mento Signal Depot, Sac- 
ramento, Calif. 

Commanding Officer, Toby- Mr. Charles Flynn, GS-7, Mount Pocono 3011, ex 
hanna Signal Depot, Toby- tension 577 
hanna, Pa 

Commanding Officer, Fort Mr. Paul Zar, GS-7, Eatontown 3-1000. 

Monmouth, N. J., Purchas- 

ing and Contracting Office. 

General O’ConnetL. One of the early actions that I took, on being 
appointed chief signal oflicer, was to express to each of these small- 
business specialists and also to their commanding officers, my very 
strong endorsement of the small-business program and to ask them to 
submit ideas that will enable us to get procurements and programs. 
We had many ideas submitted, and we have submitted them to the 
Army Small-Business Counsel for consideration. 
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If I could take a little pride and still be modest here, I would like 
to say that the idea of mailing out presolicitation notices for expres- 
sion of interest was originated at Philadelphia by our Signal Supply 
Agency. 

Senator Smatuers. Fine, General. This is no area in which we 
even recognized modesty. You go right ahead and speak up. 

General O’ConnEtL. These small-business specialists are directly 

responsible to the commanding officer of the installation to which they 

are appointed and to the small-business adviser or to me in all matters 
pertaining to small business. They are exempt from control of 
operation: a] procurement personnel. In the smaller installations, they 
are located within the Procurement Division in order to facilitate 
immediate communication with the purchasing personnel on all the 
questions that involve participation of small business in our procure- 
ment. 

In one case, at the research and development buying office, the small 
business specialist is actually the man who prepares or makes up 
bidders’ lists for that operation. The overall supervision of the Sig- 
nal Corps small-business specialists is made by the small-business 
adviser in my office. Conferences with the personnel of the installa- 
tions are arranged periodically at the Army Signal Supply Agency at 
Philadelphia. The small-business specialists at all mstallations have 
direct. access to the small-business adviser in my office, Mr. Jaquette, 
who in turn, has direct access to the Chief of the Procurement Dis- 
tribution operation, my immediate subordinate, and also to me. 

I consider that our small-business people are well qualified and 
placed within the organizational structure, so they can effectively 
carry out our small-business program. 

The specialist at the Supply Agency is appointed on a full-time 
basis and the volume of the work warrants a full-time job. At other 
installations, they are on a part-time basis with the primary duty and 
the principal function to implement the small-business program. 

One of the reasons why I consider our program effective is because 
we are making progress and increasing the number of awards to small 
businesses in the total value of the awards. General Dreyfus, here, 
who is my chief of procurement, is ready to go into more detail on this 
subject, and he has a statement also to make. 

Colonel Meyer, who is here also, is chief of my research and develop 
ment operation in the Pentagon, and he has a statement covering how 
we handle the research and development participation with respect 
to small business. 

Senator Smaruers. All right. Fine, General. Thank you very 
much, sir, and I think that, as you suggest here in your statement, 
will probably be well to hear them before we ask any alana so 
General Dreyfus, if you will, please. 
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STATEMENT OF MAJ. GEN. JAMES DREYFUS, CHIEF OF PROCURE- 
MENT AND DISTRIBUTION, SIGNAL CORPS, DEPARTMENT OF THE 
ARMY 


General Dreyrvus. Sir, the statement that I have is prepared to 
be read by Colonel Bell in my absence at the time of the original date 
set for this hearing. 

[am Chief of Procurement and Distribution for the Signal Corps. 
I am responsible for the staff supervision of the Army Signal supply 
system which includes storing of all items for which the Signal Corps 
is responsible; the procurement of new items of equipment; the re- 
plenishment of stocks; contracting for research and development in 
those areas where the Signal Corps has the responsibility, such as com- 
munication equipment, combat surveillance, t: irget acquisition equip- 
ment, meteorology, and allied fields. 

We have the procurement of the repair and maintenance items for 
rehabilitation of equipment for tactical use and military assistance 
programs. Procurement of technical services, necessary to provide 
for installation of complex new equipment, training and use, main- 
tenance and operation of new equipment in the field, instruction in 
signal schools and engineering assistance in maintenance. 

The Army Signal Corps and its contracting officers are keenly aware 
of the need for participation of small business in Government pro- 
curement. Emphasis is placed on this activity. It is our desire to 
insure that small business is given an equitable opportunity to com- 
ete. We very carefully review each individual procurement item by 
item to determine whether the items are of a type that may be pro- 
vided by small firms. Comparability and volume and delivery items 
are to be considered. Procedure used will be discussed under the 
11 items listed in the committee’s invitation to this hearing, which 
can be read. They have been submitted; or if the committee desires, 
I will submit a separate statement for the record. 

Senator Smaruers. We will put that statement in the record, if you 
desire.®* 

General Dreyrus. The committee has expressed an interest in the 
overall operation of the United States Army Signal Supply Agency 
in Philadelphia. This agency is a class II installation; that is, it is 
directly under the command of the Chief Signal Officer of the Army, 
to which is assigned the major procurement function of the Army 
Signal Corps. 

As the major procuring office, the Agency has the technical direc- 
tion of operations at its subsidiary purchases offices, and technical 
supervision of purchasing operations at the Alaska communication 


5% See appendix XV, p. 470. 
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system, the Army Pictorial Center, and at the Signal Corps Branch 

Depots. The centralization of procurement of the United States Army 
Signal Supply Agency permits close control of that operation, al- 
though certain specific types of procurement are decentralized to sub- 
sidiary offices, located at Fort Monmouth, Chicago, Los Angeles, and 
Fort Huachuca. 

In addition, some supplies and services are purchased at the Signal 
Corps Branch Depots at Decatur, Ill., Lexington, Ky., Sacramento, 
Calif., Tobyhanna, Pa., and headquarters at Fort Monmouth, N. J. 
The purchases of these installations are generally for local consump- 
tion within the installations. 

The Army Pictorial Center office buys photographic and television 
supplies and services that have been assigned by the Department of 
the Army to the Signal Corps. 

The Alsaka Communications System at Seattle, Wash., purchases 
the supplies and services required for the operation of that system. 

Accomplishments under the small-business programs are, I feel, 
noteworthy. In the first 9 months of the fiscal year 1956, the United 
States Army Signal Corps completed 73,417 new procurement actions 
for $194.2 million. Of these 44,138 actions or 60.1 percent, involv- 
ing $38.5 million or 19.8 percent of the funds, were placed with small 
concerns. 

In the similar period 1957, the Signal Corps completed 85,161 ac- 
tions for $237.8 million. Of these, 49,632 actions or 58.3 percent, for 
$60.6 million, or 25.5 percent of the funds, were placed with small 
firms. This represents an actual increase in awards to small firms of 
12.4 percent in the number of actions, and 57.1 percent in dollar value, 
as compared with the same period of the previous year. 

Senator Smaruers. That is a very good record. 

General Dreyrvus. Now, in addition to the list of small-business 
specialists and the organization charts of the Signal Corps provided 
your committee, we now present the following material covering three 
quarters of the fiscal year 1957 in accordance with your letter of 
July 18, 1958 

Senator Smarurrs. All right. We will submit that for the record. 


58a Charts retained in committee files. 
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(The above-mentioned material is as follows :) 


Exursit 45 


Signal Corps, procurement summary, July 1, 1956—Mar. 31, 


Vv 
I, Total new procurement . | $937, 
a. Total awarded by negotiation 


Negotiated by Law 2 (c) (9)_-- caida 
Negotiated by Law 2 (ce) (3)_-- ; 13, 


3033 


1957 * 


Number | Per- 
of actions | cent 


alue Per- 
cent 
882, 000 100 


209, 060, 000 87.9 


376, 000 16 | 


201, 000 5.5 


| 


Balance negotiated... -_- rane ; 195, 483, 000 82.2 
6b. Total awarded by formal advertising. __-- ; | 28, 822, 000 12.1 
Il. (a) Total new procurement... 237, 882, 000 100 
(b) Total awarded to small business. 60, 620, 000 25. 5 
(1) Negotiated 46, 743, 000 77.1 
(2) Formal advertising. 13, 877, 000 22.9 
(c) Total awarded to large business 177, 262,000 | 74.5 
(1) Actions under $10,000 2. | 16,690,000} 9.4 | 
Actions over $10,000 2__ - 148, 791,000 | 83.9 
(2) Small business not solicited (sum (a) to (e) 
below) 121,829,000 | 68.7 
(a) No known small business source. - } 91, 780,000 75.3 
(b) Emergency procurement 9, 100, 000 | 7.5 
(c) Maintenance of the mobilization base 10, 652, 000 7 
(d) Item under proprietory control or stand- | 
ardized 1, 686, 000 | 1.4 
(e) Small business cannot meet qualitative 
or delivery requirements 8 


(3) Small business had opportunity to bid, but (sum | 


(a) to (e) below) ae : 26, 962, 000 15. 2 
(a) No bid received from small business__ 8, 412, 000 31.2 
(b) Low bid not from small business 16, 275,000 | 60.3 


(c) Low bid from small business not re- | 


_ 


sponsive 291, 000 4.8 
(d) Low bid from small business rejected on | 
basis that the concern was not a 
“responsible”? bidder (ASPR 1-307) 54, 000 2 
(e) Low bid from small business not | 
accepted for other reasons 579, 000 2.2 
(f) Reason not known.. | 351, 000 1.3 
(4) Large nonprofit institutions ; 11, 781, 000 6.7 
(5) Small nonprofit institutions 588, 000 | 9 


CUMULATIVE, JULY 1, 1956-DEC. 


I, Total new procurement | $237, 


II. Total awarded to small business 


31, 1957 


| 


882,000 | 100 


1 Balance of statistical data retained in committee file. 
? Actions and values to Ed and N PO excluded; see (4) below 
* Less than 0 of 1 percent. 


Source: DD350. 


, 611, 000 qi} 


| 


| 60,620,000 | 25.5 | 


85, 161 | 100 


82,154 | 96.4 
138 | lf 
76,081 | 9.3 
5,935| 6.9 
3,007/ 3.6 
85, 161 100 
49,632 |  58.: 
= ™ — “ 
47,486 | 95.6 
2146) 4.4 


35,529 | 41.7 

<= SS 
34,621 | 97.4 
813 | 2.3 


490 | 83.2 
3} @® 
ef Ee 
51 | 8.9 
37| 6.4 

224 6 
63| 28.1 

133 | 59.4 
9| 4 
1 | 
13 5.8 
5 2.2 
%| «3 
72 2 





85, 161 100 
49, 632 58.3 


Senator Smatuers. All right, sir. Thank you very much. 
We will hear now from Col. R. J. Meyer, Chief of the Research and 
Development Division. We are please to have you, Colonel Meyer. 
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STATEMENT OF COL. R. J. MEYER, CHIEF, RESEARCH AND DEVEL. 
OPMENT DIVISION, OFFICE OF THE CHIEF SIGNAL OFFICER, 
DEPARTMENT OF THE ARMY 


Colonel Meyer. Mr. Chairman and members of the committee, I am 
Col. R. J. Meyer, Chief, Research and Development, Office of the 
Chief Signal Officer, Department of the Army. I am happy to make 
this brief prepared statement to the committee. 

The major objectives of the United States Army Signal Engineer- 
ing Laboratories are the conduct of basic and applied scientific re- 
search ; the development of communications, electronic equipment, sys- 
tems, and techniques for the Army, and the accomplishment of nec- 
essary engineering tests to assure the technical suitability of newly 
developed items. The functions of research and development extend 
from the inception of ideas to their final embodiment in material 
processes and equipment. Signal Engineers Laboratories personnel 
are concerned mainly with developing new ideas and monitoring 
external contracts for research and development. During the current 
fiscal year, increased emphasis has been given by the Signal Corps to 
the following broad, general fields: 

(1) Basic “and applied research for communications, electronic de- 
vices and components. 

(2) Development and engineering test of equipments, systems, and 
techniques to eliminate existing limitations of radar, such as problems 
in resolution, range, power requirements, and antenna size and com- 
plexity of installation and maintenance. 

(3) Development of antijamming devices and techniques to elimi- 
iiate or neutralize the deleterious effect of intentional or unintentional 
interference with radar equipment and systems. 

(4) Lastly, development and engineering test of equipments, sys- 
tems, and techniques which automatically detect, locate, analyze, and 
apply measures to neutralize, mislead, or take control of enemy equip- 
ments, using electromagnetic, sound or light waves for control or guid- 
ance. 

This increased emphasis has resulted in study and progress toward 
improvement in strategy, tactics and logistics for future Army use, 
by simplifying maintenance, operation, extending reliability and in- 
creasing mobility. 

The response by civilian research and development organizations 
to requests for proposals has been most encouraging and cooperative. 
The substantial progress achieved has been in no small measure due 

» the combined ingenuity, experience, and cooperation of civilian 
organizations and military and civilian personnel of the United States 
Army Signal Supply Agency, and the United States Army Signal 
Engineering Laboratories. 

In regard to our method of determining which work is to be accom- 
plished internally, and which is to be accomplished externally, re- 
search and development is prosecuted internally only when it is im- 
possible to obtain the services of a contractor having the special quali- 
fications required to accomplish specific research and - ‘velopment, or 
the equipment required has no commercial interest, or lastly, the in- 
ability to secure high security clearance for cl: ite work in the time 
available. 
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It is our policy to make maximum utilization of the technology 
and facilities of industries and colleges and universities, in the prose- 
cution of our research and development program. Contracts are 
placed with external research and development facilities for most 
electronic support research and for all equipment and system de- 
velopment, as well as for technological investigations leading to the 
establishment of a designed plan for specific components or for a com- 
plete system. It is estimated that approximately three-quarters of 
our funds are expended annually in connection with external research 
and development. In contrast to this, only about one-quarter of our 
funds are expended yearly for salaries, travel and maintenance costs 
in conjunction with internal research and development. 

In regard to our philosophy on placement of contracts for research 
and development, we place research and development contracts with 
the most qualified sources available and consonant with cost considera- 
tions. Commercial and educational organizations capable of per- 
forming required research and development, receive consideration 
whether they are large or small, the primary importance being quality. 

The U nited States Army Signal Engineering Laboratories person- 
nel maintain familiarity with the work of small and large research 
and development firms, and colleges and universities. We attempt 
to procure the best brainpower available to assist us with our re- 
search program, which includes original work in the fields of physical 
sciences, electromagnetic phenomena, electronic components and ma- 
terials and communications. All things being equal, we procure the 
best brainpower at the lowest cost. 

Signal Corps procedures do not permit United States Army Signal 
Engineering Laboratories personnel to direct procurements to selected 
source, except in rare instances where only particular research and de- 
velopment sources are known to have the qualifications, personnel, or 
facilities necessary to undertake particular projects. Signal Corps 
contracting officers often follow suggestions from technical or other 
personnel as to possible sources for the placement of research and 
development contracts. 

Prior to effecting a contract with such a recommended source, quo- 
tations are solicited from a reasonable number of other qualified 
sources to assure that the best qualified and most advantageous source, 
costwise, is awarded the contract. The average number of sources 
thus solicited in fiscal year 1957, was 15 for each procurement. It is 
to be noted that most, if not all, of the technical personnel in the Sig- 
nal Engineering Laboratories and especially those who have a hand 
in the placement of contracts, are civil service career employees of 
many years standing, without present affiliations or past ties with pri- 
vate research organizations. 

In regard to our policy relating to use of specifications and deter- 
mining factors permitting deviations, every effort is made to prepare 
technical requirements in such a manner that they will be understood 
by the firms having the necessary background, experience, and per- 
sonnel to perform them. Technical requirements for basic research 
or applied development must, of necessity, be confined to broad out- 
lines of areas to be investigated, or objectives to be met, in order to 
take full advantage of imagination, Ingenuity, and know-how of 
civilian research and development organizations. 
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In regards to unrealistic requirements and unrealistic delivery 
schedules, any requirement for basic or applied research is unrealistic 
in the sense that it has never been done before and only by the most 

careful engineering calculations can the probability of success be fore- 

‘ast and used as the basis for a decision to proceed or abandon. By 
ha same token, any schedule or deadline set for accomplishment of 
an unproven theorem or concept must be based on engineering judg- 
ment, and subject to revision as the known facts warrant. 

It is sometimes necessary to conduct an investigation of a given 
scientific area in order to assure it does not contain unsuspected fae- 
tors which may be exploited by a potential enemy. In regard to de- 
velopmental items, we carefully evaluate the impact of our develop- 
mental work on a proposed contractor prior to contract award. The 
results of this evaluation, especially when urgent schedules are in- 
volved, are discussed in detail with the proposed contractor to assure 
that they thoroughly understand both the magnitude of the work and 
the urgency of the dev elopmental schedule. 

I appreciated this et Mr. Chairman, of appearing be- 
fore the committee and shall be happy to answer any questions you 
may have on this subject 

Senator Smatuers. Thank you very much, Colonel. I think our 
counsel has some questions. Mr. Weadock ? 

Mr. Weapock. Colonel, I think your statement was very interest- 
ing. I was waiting to see, but I never did hear a single mention of the 
two words, “small business,” anywhere in your st: itement. I cannot 
help but feel that it is somewhat nonresponsive to what we had in 
mind. 

Would you tell the committee what the total dollar value of expend- 
itures were in the last fiscal year in your research and development 
program ? 

Colonel Meyer. I have it for 9 months. 

Mr. Weapock. Of this fiscal year? 

Colonel Mreyrr. Of 1957. 

Mr. Weapocxk. All right, sir. 

Colonel Meyer. The total research and development dollar value 
for the first 9 months was $37,127,427. 

Mr. Weapock. One fourth was expended internally, you say ? 

Colonel Mryrr. Yes. 

Mr. Weapocr. In your statement ? 

Colonel Meyer. Yes. 

Mr. Weapock. Now, what was the percentage of the three-fourths 
expended externally that was awarded to small business? 

Colonel Meyer. Of that amount, $6,312,587 was awarded to small 
business and an additional $500,000, to small educational or nonprofit 
organizations which fit in the category of small business. 

Mr. Weapocr. We generally break those out and don’t consider 
them in the total. 

Colonel Mryer. All right. Just to small business by itself is 
$6.312.000 or 17.1 percent. 

Mr. Weapock. That is for the first 9 months of this fiscal year? 
Colonel Mryrr. Yes. 
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Mr. Weapock. How does that compare with the previous year ? 

Colonel Mrrer. I don’t have the figures for the previous year. 

Mr. Weapock. General O’Connell has indicated that he did. I think 
it was back in 1955, sort of kick this thing off, especially with regard 
to the presolicit: ition of bidders, before you send your bids out, which 
was sort of a landmark for small business. But from your statement, 
Colonel, it is hard to determine or to see just exactly what, if any, 
small-business program there is in research and development where you 
are spending $37 million. Now, are there any specialists assigned 
to the Research and Development Division or area? Do you have any 
small-business specialists ? 

General O’ConneELL. He does, if I may answer that. 

Mr. Weapock. Yes, sir. 

General O’ConNeLL. He does have one small-business specialist at 
the Laboratory Procurement Office at Fort Monmouth. It is this man 
who makes up the bidders’ list, in addition to performing his primary 
duty of a small-business specialist. I think that one of the points 
that he was trying to make in his statement is that we are in this busi- 
ness in research and development, which is moving probably more 
rapidly than any other area of technology and that we are setting our 
sights on getting the best brainpower in small business, or in whatever 
kind of business this brainpower is available. 

Mr. Weapock. I see. 

General O’ConNeLL. And we certainly are anxious to exploit the 
brainpower that is available to us in small business. 

Mr. Wrapock. That is right. 

General O’'Conne i. In research and development. 

Mr. Weavock. All right, sir. I think in keeping with that inten- 
tion, it perhaps would have been helpful to the committee to learn 
or to have had explained to it, exactly what this small-business 
specialist in research and development is doing. Now, most of Colonel 
Meyer’s emphasis has been on what the technical personnel do and 
quite understandably; the technical personnel are extremely im- 
portant, if not completely important, in this area. However, the 
only thing we have to go by, General O’Connell, is a comparative 
analysis in many of these matters. We are not equipped to go out 
and visit with you as much as we would like to. We can only deter- 
mine what others on their own initiative have done in their technical 
services or naval bureaus or what-have-you, and compare one with 
the other. 

Now, the impression that I believe might inescapably have been 
made here, that is left with us here, is that there is very little going 
on in furthering the small-business program in your Research and 
Development Division. At least, we have not had it revealed to us, 
that there is anything to the contrary. I think it would be helpful 
if, subsequently, you could submit to us a record of exactly how your 
specialists do operate; whether they have any say-so at all, or whether 
they are completely at the mercy of the decisions of your technical 
people. You personally have evidenced a great interest in the pro- 
eram, and I think it undeniably would be helpful if that interest was 
carried out through all the divisions under your cognizance. I wonder 
if that would be possible so as to have that fully explained ? 
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General O’ConNELL. Certainly, we will be very glad to do that. 

General Dreyruss. The Laboratory Procurement Office—the 
Laboratory Research and Development is handling the laboratory 
procurements. They have our small-business specialist for research 
and development. 

General O’Connell mentioned that the small-business specialist is 
the Chief of the Business Analysis Office and he is spe nee a time 
analyzing the capabilities of all companies to perform—is in charge 
of the preparation of bidders’ lists for that Office. He is in an enviable 
position, as far as the small-business enterprises are concerned. We 
have figures for the fiscal year 1957 which I will be glad to submit, 
showing how this is finally broken up. 

Senator Smaruers. We will be glad to incorporate these statistics 
in the record. 

(The statistics referred to follow :) 


EXHIBIT 46 


Signal Corps, research and development prime contracts, first 9 months of fiscal 
year 1957 





Percentage of Num- Percentage of— 
Awards Value = ber of E = 
} actions | 
‘ B Cc | A.."s “ER 0 
Total research and development actions (A)_!$37, 127,427 |100.0 430 |100.0 
New contracts (B 2 100. 0 180 | 100.0 | 
Net modifications (C). 100.0 350 100. 0 
To small firms ! 17.1 136 | 25.7 
New contracts ‘ 3, 630, 693 18.7 50 27.8 
Net modifications 2, 681, 894 15.2 RF, 24.6 
To small educational and nonprofit organi- 
zations 494, 637 1.3 11 2.1 
New contracts . 283, 807 1.5 3 1.7 
Net modifications - - - 210, 830 1.2 8 2.3 
To large firms 18, 706, 203 | 50.3 308 | 58.1 
New contracts 13, 445, 930 69. 2 101 56. 1 
Net modifications 5, 260, 273 29.7 207 59.1 
To large educational and nonprofit organiza- 
tions 11,614,000 | 31.2 75 | 14.1 
New contracts 2, 063, 210 10.6 ; 14.4 
Net modifications - - 9, 550, 790 53. 9 44 14 


1 Excluding educational and nonprofit organizations. 


5° Subsequently the following clarification was submitted by the Chief Signal Officer, 
Department of the Army: 

The Research and Development Division, Office, Chief Signal Officer, as a staff activity 
controls and coordinates Signal Corps programs for research and development, applications 
enginecring and service test activities in the technical fields of communications, electronic 
warfare, meteorology, radar, photography, and ancillary devices. The Research and 
Development Division has no purchasing function or organization, but may issue procure- 
ment directives to purchasing offices, principally to the Laboratory Procurement Office, 
United States Signal Supply Agency, or may direct that the United States Army Signal 
Engineering Laboratories undertakes specific research programs. 

The United States Army Signal Engineering Laboratories at Fort Monmouth, N. J., has 
no purchasing function or organization. It issues procurement directives for research and 
development contracts or for supplies and services pertaining to research and development 
to the Laboratory Procurement Office of the United States Army Signal Supply Agency or to 
other purchasing offices. 

The Laboratory Procurement Office of the United States Army Signal Supply Agency, 
although located at Fort Monmouth, is not subordinate to the two organizations above. It 
is under the command of, and is responsible to, the commanding general, United States 
Army Signal Supply Agency, Philadelphia, Pa., and through him to the Chief, Procure- 
ment and Distribution Division, Office, Chief Signal Officer, for all functions incident to 
the placement and administration of research and development contracts directed by the 
Signal Corps supply control points. The small business specialist of the Laboratory 
Procurement Office, who is also the Chief of the Business Analysis Office, and prepares the 
bidders’ lists for the office, is in the position to assure that every consideration is given to 
small business in the placement of research and development contracts. He is not super- 
vised or dominated by the technical personnel of either the Research and Development 
Division or the Engineering Laboratories, but is responsible through the contracting 
channels to me. 
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Mr. Wrapock. Thank you. 

General Dreyruss. Total research and development as of dollar 
value, $37 million; to small firms, 17.1 percent or $6.3 million of the 
total research and development actions went to small firms. 

Mr. Weapock. That is right. 

General Dreyruss. And in new contracts, 18.7 percent of $3.6 mil- 
lion and net modifications, $2.6 million or a percentage of 15.2 per- 
cent. ‘That breakdown will, 1 think, answer some of your questions. 

Mr. Weapock. We don’t know how this compares with the previous 
fiscal year, do we, General ? 

General O’Connett. I think he has given you that, and also a clear 
picture of the large number of other organizations—that is, educa- 
tional and nonprofit organizations—that we don’t have this problem in 
the procurement field. We don’t have this category of contract, you 
might say, and I think we should make provision for proper treat- 
ment of that group in the small- business category. 

Mr. Weapock. Lappreciate that, General. 

One other thing in your statement, Colonel Meyer, on page 2, in 
connection with determining what work will be accomplished intern- 
ally and what will be accomplished externally. Your point is that 
in some cases it is impossible to obtain the services of outside con- 
tractors who have special qualifications required to accomplish spe- 
cific research and development contracts. Is this a unilateral de- 
cision by your Division? In your determination that there does not 
exist a contractor having these special qualifications, is this only after 
a very careful search of industry in general is made to determine 
that / 

Colonel Meyer. In general, I would say yes, it is a more or less 
unilateral decision of the commanding general of the laboratory him- 
self, rather than of me. 

Mr. Weapock. Well, the decision itself, is it only made after a very 
careful and exhaustive survey to make sure that you are not putting 
the Government into some business that cannot be handled by a com- 
mercial source or a commercial activity ? 

Colonel Meyer. Sometimes it happens, after we have tried to find 
contractors for a specific job, and we have no bidder whatsoever to 
undertake this task, we are forced to do it internally. 

Mr. Weapvock. But do you first go through the exercise of endeavor- 
ing to locate some company, some engineering installation, to accom- 
plish this for you on a commercial basis ? 

Colonel Mryrr. Yes, sir. 

Mr. Weapock. All right, sir. 

Now this small-business specialist that does exist in the Research 
and Development Division, General O'Connell, what happens when 
he and the technical people reach an impasse on a decision as to 
whether or not a small firm could in fact do a job for you? Does this 
go to Colonel Meyer for decision or does it eventually reach either 
General Dreyfus or yourself ? 

General O’ConneLt. It would come up to General Dreyfus or my- 
self. Actually, I should make it clear that the Laboratory Procure- 
ment Office is not generally under the command of the commanding 
general of the Signal Corps Laboratory, but is actually under the 
Procurement and Distribution Command, General Dreyfus’ organiza- 
tion. So we have here the laboratories making their recommenda- 
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tions on the technical side as to capability and competence. We have 
the contracting organization that is pushing the small-business pro- 
gram and insuring ‘that the provisions of procurement regulations are 
carefully carried out. You might say that complete ‘authority to 
make this decision is not vested in the Research and Development 
organization. It does come in the contracting channel to General 
Dreyfus, as Chief of the Procurement and Distribution Division, and 
to me for ultimate cecision. 

Mr. Weapock. Where does Mr. Jaquette get into it / 

General O’ConnELL. He would get into it because- 

Mr. Weapock. Does he collaborate with you and General Dreyfus? 

General O’Connewu. Yes, sir. He has direct communication to the 
small-business man in the Laboratory Procurement Office. 

Mr. Weapock. Of course, that is exactly what we want, the direct 
channel. I believe you heard General Creasy speak of the command 
channel. Can we assume from your st itement, General O’Connell, 
that that is not exactly the case in the Signal Corps? I believe you 
say here that these small-business speci alists are directly responsible 
to the commanding officer of the installation at which they are ap- 
pointed, and to the small-business adviser “or to me.” 

General O’ConNELL. Our situation is exactly analogous to what 
General Creasy mentioned. That is, they have a technical channel 
directly to Mr. Jaquette. 

Mr. ‘Wer Apock. But you say that they are exempt from control of 
operational procurement personnel / 

General O’Conneti. That is right. They report directly to the 
commanding officer and not to the procurement organization. 

Mr. Weapocx. I see, sir. 

General O’ConneExL. In the local procurement branch of the office 
in which they are located, although they must have daily contact— 
hourly contact—with procurement people, they are not subject to their 
ultimate control. 

Mr. Weapock. Well now, in the event of an inequity that might 
possibly arise, after they have coursed a paper through their com- 
manding oflicer, in the case of, perhaps, a field purchasing installa- 
tion, who receives that, does it go to Jaquette, Dreyfus, or POmETeNy, 
when it hits headquarters’ W ho handles that a of paper? 

General O’ConneELL. I would like to have Mr. Jaquette answer that 
question. 

Mr. Jaquetre. Generally speaking, any communication having to 
do with small business comes into the Procurement and Distribution 
Division and is referred directly to me. 

Mr. Weapock. Directly to you? 

Mr. Jaquerte. Yes, sir. That is right. 

Mr. Weapock. Then you in turn have direct access to both General 
Dreyfus and General O'Connell ? 

Mr. Jaquetre. Yes. 

Mr. Weapock. Are you on the staff of General Dreyfus or of General 
O'Connell ? 

Mr. Jaquerre. Basically, both, because the procurement operation 
is itself centered in General Dreyfus. 

General O’Connett. I believe he is shown in the organizational 
chart“ as a member of General Dreyfus’ office. I would ‘be perfectly 


© Chart retained in committee files. 
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happy to show on the chart his reporting directly to me. I can say 
that he does. 

Mr. Weapock. Well, I think this chart shows he reports directly to 
you. 

General O’ConNELL. He is only in General Dreyfus’ office. 

Mr. Weavock. Maybe it anticipated your wishes. I think you will 
find it shows he reports to you. 

Mr. Jaquerre. I think you will find that organizational chart is of 
the Signal Corps Procurement Agency in Phil: adelphia. We did not 
submit a chart on the Office of the Chief Signal Officer. 

Mr. Weapock. Do you have a general there? 

General O'CONNELL. Yes. 

Mr. Weavock. That is where I was misled, this box reading “Com- 
manding general.” 

But that is what we would want, General O’Connell, if at all pos- 
sible, is to get the small-business advi iser to be your adviser, and he 
could cert ainly help General Dreyfus from time to time. 

Mr. JAQuEerTe. We run intoa little difficulty there of location. The 
Procurement and Distribution Division of the Signal Corps is located 
in the Munitions Building. The chief signal officer is located in the 
Pentagon. My activities are basically with the procurement opera- 
tion, so I am located in the Munitions Building, with the Procurement 
and Distribution Division, because that is where my work is. 

Mr. Weapock. But if something hot comes up, you could get over 
to the Pentagon. 

Mr. Jaquetre. I can get over to the Pentagon very quickly; yes, sir. 

General O’Connett. I consider that these people do report to me 
and I was very happy to so organize it; that it was set up this way. 

General Dreyrus. I think mechanically it works out better this 
way. 

Mr. Weapock. Well, I think that more of the day-to-day problems 
would arise in the Munitions Building, but when you get into broader 
policy you could certainly get over to the Pentagon. 

I have just one further question, Mr. Chairman, ‘of General Dreyfus. 

In your first page of your prepared statement, General, you stated 
that it is your desire to give small business equal opportunity and 
that you review procurements on an item-by-item basis. Then you 
use this criteria to determine whether or not they can do it—compati- 
bility, volume, and delivery of items. Of course, I am sure you are 
well aware and I trust utilize to the maximum extent possible, the 
breaking down of a large requirement into several components, which 
would in most cases eliminate any problems in the volume delivery 
requirement area. At least, it would certainly alleviate these problems 
for the small firm. 

General Dreyrvs. Here is where the trouble comes in on that. 
This is done where it is possible, but you have the problem of com- 
patibility and in some cases, it must be kept together in order to 
attain interchangeability of units. If you start to scatter procure- 
ments around, you lose this interch: angeability. Of course, where it 
can be done, it 1s done, as evidenced by the rising figures in the small- 
business area. 

Mr. Wrapock. Do you have reference there, General, to some of 
your big systems—communication systems—or something of that 
nature ¢ 
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General Dreyrus. Not only in some of the large ones, but this com- 
patibility problem also exists in smaller ones, too. 

Mr. Weapock. Well, would you care to explain your problem there 
a little more fully? I am not quite sure I understand you. 

General Dreyrus. We have a prime contractor, and he subcon- 
tracts. Then of course, you have one prime contractor responsible 
that the end item is going to be compatible. If you break it down 
vourself, then this checking is duplicated all the way along the line, 
in the inspection system, to make sure we have a compatible end item, 

General O’ConneELL. There is a dilemma here, that if we undertake 
to do all the coordinating and engineering compatibility work in 
house, this runs up the amount of work in house, and we can contract 
out. for a good share of that. And we like, in our best judgment, 
to strike a proper balance in accordance with the extension of our 
organization and capabilities in what we coordinate as comparable 
with our own engineering organization, and what we get outside. Is 
that. more clear now ¢ 

Mr. Weapock. No, I am still not clear on this. I don’t know 
whether you are getting into the weapon-system concept here or not, 
and the term “in house” is new to me. 

General Dreyrvs. I am talking now, about whether there is engi- 
neering compatibility that has to be engineered into the overall parts 
of the system, this has to be done either in our own laboratories or 
in some university or commercial laboratories. 

Mr. Weapock. Is overall management responsible ? 

General DreyFus. Overall management is responsible for the fact 
that it all goes together and functions as a complete system in the end. 
So we have no overall weapon-system policy which says we will place 
all of our jobs out as complete weapon systems. You might say our 
prince 1p le is, let’s get the job done in the most effective way, to meet 
our objective, and if this most effective way is done on a contract, then 
we seek to have it done on a contract. Ifthe most effective way is to do 
it in our own organization, this is where we will have to do it. 

Mr. Weapock. Do you or General Dreyfus know, offhand, what the 
percentages would be on that which you farmed out on an overall 
contract basis and that which you are purchasing as individual items, 
out of your total expenditures? 

General Dreyrus. Contracts broken down and put out in pieces, do 
you mean 

Mr. Wrapock. No. The difference between the percentages that 
you are spending for assigning large contracts with overall manage- 
ment responsibilities, as opposed to your own purchasing and contract- 
ing people purchasing single items. 

General O’ConneLL. Comparable to the Air Force system of con- 
tractine. of course. we have never broken that down. so far as I know. 

Mr. Weapock. Would you think it to be an appreciable percentage? 

General O’Connewt. It is about half. We do more of our own 
systems work within the organization than is farmed out. 

This is really a sheer estimate. We have not made a study of it. 
We will take a look at this. 

Mr. Wrapocx. Well, for the money that goes into this type of 
activity where the contractor has overall management, are you pursu- 
ing an aggressive subcontracting program ? 
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General O’ConNELL. We certainly are 

Mr. Weapock. To assure that small business will at least get into 
the first tier? 

General O’Connetu. In two ways. First, I try to exercise personal 
influence on prime contractors to do this. I have brought out that it 
is important. We also emphasize to our small-business concerns—we 
notify them who has what types of work in prime contracts. So we 
are making a specific and definite effort to get small business and our 
prime contractors together. 

Our contracts also contain, of course, the standard clause—standard 
subcontract clause. So I would say we are emphasizing this in ev ery 
way that we can figure to do so and consider this extremely important. 

Mr. Weavock. Gener: al, one last question. The 60 percent of con- 
tracts that you are letting by negotiation, is there any possibility of 
making any inroads on that, of bre aking more of those items out for 
advertised competitive bidding ? 

General O’ConneELL. Well, of course, our negotiations are com- 
petitive and we are constantly seeking to make them more ¢ ompetitive 
on the negotiation side. In getting an adequate number of sources 
to negotiate with, and in the way in which we accomplish our negotia- 
tion, I would say that our problem here is that we are in such a fast 
moving art in proving new electronic systems and new commnunica- 
tion systems for the Army and rapid advances it has made, we are al- 
ways asking industry to make basic advances in the arts that are in- 
volved. This means that it is difficult to exactly specify the equipment 
in terms of specifications, as performance is a very great part of it, 
and we have found that the negotiated form of competition in this 
area is productive of advances. We have less difficulty with it than 
we do with the formal advertising on our other items. Our overall 
policy is formal advertising whenever it is possible to do so. 

Mr. Weapock. Yes. We are well aware of the tec hnological 
changes that are coming on day by day and, unfortunately, most of 
these seem to be taking place in the bigger firms. This opens up more 
opportunities for them and less for small business. Consequently, we 
are encouraging the technical services and the related divisions of the 
other services to develop new programs whereby this could be offset a 
little. We certainly don’t want small business to lose any more 
ground than they are currently losing. The trend is down, as the 
Chairman has so often stated, and consequently we have to develop 
new ideas, new methods, new procedures, and exert great efforts to 
try to combat this trend that you have just spoken : about. 

[ have no further questions at this time. 

General O’Connetu. I think the point I would like to make there, 
we don’t consider this hopeless, but I would like to put forward that 
it isa problem when we are trying to get rapid technological advances 
and also promote formal advertising to the maximum possible extent. 
This is a difficult problem. 

Senator Smaruers. General, thank you very much. Thanks to all 
of you for your fine presentation. 

We will hear next from General McNamara, the Quartermaster 
General. We are happy to have you and your staff, General. You 
may proceed in your own way. 
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STATEMENT OF MAJ. GEN. ANDREW T. McNAMARA, THE QUARTER- 
MASTER GENERAL, UNITED STATES ARMY, ACCOMPANIED BY 
MAJ. GEN. A. B. DENNISTON, DEPUTY QUARTERMASTER 


GENERAL 


General McNamara. I have no prepared statement, Mr. Chairman, 
to offer at this time, in that I am so new and recent in this job I would 
feel presumptious to comment on this matter of smal] business. 

As you know, my name is Andrew T. McNamara, and I am the new 
Quartermaster General of the Army. I have been in office approxi- 
mately 7 weeks now, and I noted with some interest that your letter 
to me was dated some 8 days before I came into office, so I appreciate 
the compliment that you gave me. 

Senator Smatuers. General, we take you fellows at your rank value, 
If a fellow is a major general, he must be a fellow who knows quite 
a bit. We find also, that you fellows always do a good job, we think, 
so if you have a big staff, and an officer that is as smart and able as 
you are, you can find out about this in the short space of a week. We 
are happy to have you here. We don’t want you to low-rate yourself 
too much. 

General McNamara. I don’t believe I do, Mr. Chairman. I noted 
some emphasis on the word rank, that you gave just a few moments 
ago. I did bring quite a substantial staff this morning with me, 
because of the importance of this matter that is being desired. Next 
year, I hope to reduce the number of people that testify and thus have 
more intimate knowledge of the immediate problems in the corps. 

Senator Smaruers. General, we are very much concerned about 
small business, as you know. You say care is taken that a propor- 
tion of Government contracts be placed with small-business concerns, 
that it is the policy of the Quartermaster Corps. We want you to 
add it is going to be your polie: v in this new job because we find that 
where the boss man since rely believes in the importance of a program, 
that it works very well. Where the boss man thinks that it is just 
one of those things that he has to bother with in his job, then you 
don’t get very far. So actually, we are concerned more with the atti- 
tude of the top man, particularly when a fellow comes in—a new man 
like you. If your understanding of the need for small business is 
sufficient, and we presume it is—and if your desire to help is sufficient, 
we usually find the people under you do a pretty good job. We don’t 
have to worry too much about that. 

General McNamara. I do have that intent. That is what we meant 
when we said it was intended for the Quartermaster Corps. 

Senator Smarners. All right, sir. 

General McNamara. I have General Denniston, my deputy, here 
with me this morning. He has details, I am sure, which will suit you. 
Senator Smarners. We are glad to see the general. 
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General Dennisron. I cannot plead shortness of time in office, since 
I have been here a little over 4 years. I might add, from 1948 to 1950, 
I was responsible for small business in the Department of Defense. 
] have established the Office of Procurement Information in the Pen- 
tagon, with which you, probably, are familiar. 

Senator Smaruers. Right. 

General Denniston. I have a statement here which the committee 
has available except for a few correctioins. I don’t believe it would 
serve any useful purpose for me to read it, except to note parts and 
refresh my memory by that. 

Senator Smaruers. Right. However, you wish it to be incorporated 
in full, in the record ? 

General Denniston. Yes. I will provide the reporter with the cor- 
rections in it. 

Senator SmarnHers. Fine. 


STATEMENT OF MAJ. GEN. A. B. DENNISTON, DEPUTY QUARTER- 
MASTER GENERAL, DEPARTMENT OF THE ARMY, ACCOMPANIED 
BY DeFOREST ANTHONY, SMALL-BUSINESS ADVISER 


(The statement, in full, of Maj. Gen. A. B. Denniston, is as follows :) 


STATEMENT BY MaJ. GEN. A. B. DENNISTON, THE DEPUTY QUARTERMASTER GENERAL, 
DEPARTMENT OF THE ARMY 


Mr. Chairman, I am Maj. Gen. A. B. Denniston, the Deputy Quartermaster 
General, and, with members of my staff, appreciate the invitation to discuss 
with you Quartermaster Corps policies and procedures used to aid and assist 
small business in getting an equitable share of quartermaster procurements. 

The procurement policy of the Quartermaster General, of which the Quarter- 
master Corps small-business program is a part, is one of my immediate responsi- 
bilities. It is the policy of the Quartermaster Corps to encourage small-business 
participation in our procurements to the greatest extent practicable. All pro- 
posed procurements of $5,000 or more are screened for small-business suitability. 
All proposed procurements of $10,000 and over must be sereened, jointly, by 
representatives of the Small Business Administration and our small-business 
specialists in order to make a joint determination concerning the suitability of 
the procurement for 100 percent set-aside, partial set-aside, or no set-aside. An 
item or service is considered suitable when small business— 

(a) Is technically competent to produce or furnish the item. 

(4b) Has adequate available facilities and open capacity to produce or furnish 
the item. 

(c) Can produce or furnish the item at competitive prices. 

(d) Is capable of neeting the required delivery schedule. 

(ce) Is able to produce or furnish without overtaxing its financial and tech- 
nical resources, 

The record for the past years indicates that a very substantial part of the 
quartermaster procurements are made with small-business firms. For example, 
since 1954, the dollar value of contracts awarded to small business has increased 
from 5714 percent to almost 60 percent. During the same period, 71.8 to 74 per- 
cent of our procurement actions were awarded to small-business firms. A sum- 
mary of quartermaster statistics is submitted for the record. 
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(The document referred to follows: 





EXHIBIT 47 





Quartermaster Corps, procurement summary, July 1, 1956, through Mar. 31, 1957? 









Per- Number Per- 
Dollar value | cent- of cent- 
age actions ge 













I. Total new procurement ‘ 27, 571 





Total awarded by negotiation 



























Negotiated by law 2 (c) (9)_-- 300, 740 37 5, | 
Negotiated by law 2 (c) (3)_-. 32, 528 4 155, 881 42 
Balance negotiated 34 22, 33% 





]l awarded by formal advertising 210, 437 25 29, 007 ll 
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Total awarded to small business 
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iwarded to large business 370, 336 15 85 200 3 
Actions under $10,000- - 2’ BR : ; 






Small business not solicited 


















1) No known small-business source 10, 826 0 198 19 
(6) Emergeney procurement 5&9 2 10 ] 
( Maintenance of the mobilization bas« 10 1 : 

item under proprietary control or | 
standardized- 24, 011 67 806 78 
(e) Small business cannot meet quantitative | 
or delivery requirement ‘ 2 








3) Small business had opportunity to bid, but 62 5, 783 7 
(a) No bid received from small business 9 | 233 4 
(6) Low bid not from small business. 90 | 5, 532 96 






(c) Low bid from small business not respon- 
sive_ 1, 520 (2) 9 (2) 
(d) Low bid from small business re jec ted on 
basis that the concern was not a “‘re- 












sponsible”’ bidder (ASPR 1-307 66] (2 1 (2) 
(e) Low bid from small business not accepted 
for other reasons__-- 1,122 () | 8 (2) 


(4) Large nonprofit institutions_- 
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167, 539 66 
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Source: DD350 and DA 377. 








In order to assist in the implementation of our policy, I have in the Office of 
the Quartermaster General a small-business adviser who is the Chief of the 
Office of Small Business. In our major procuring activities—Philadelphia, 
Chicago, and Columbus—we have small-business specialists who devote their 
full time to this important activity. At our other installations, we have part- 
time small-business specialists. These specialists generally: 

(a) Serve as consultants through whom small-business concerns may make 
inquiry concerning participation in our procurement program. 

(0) Maintain liaison and exchange information on both policy and procedure 
with other local and Government agencies for the purpose of rendering maximum 
assistance to small business 

(c) Attempt to discover additional competent small-business sources, if re 
quired, which are capable of participating in quartermaster procurements 
(d) Furnish advice and assistance to small-business concerns on problems 















arising during performance of contracts, such as financing, inspection, and 
payments, or direct them to the proper agencies for such assistance. 
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(e€) Observe the effect of current procurement policies on the amount of 
small-business participation in the procurement program, and, when appropriate, 
recommend changes in existing policies and the formulation of new policies to 
increase the amount of small-business participation. 

(f) Consult with procurement specialists and research and development per- 
sonnel to insure that when changes in specifications or deviations from such 
specifications are made which make production by small business feasible, they 
are recognized in future procurements. They also make recommendations to 
the contracting officer with respect to competency, capacity, and credit of specific 
small-business concern’s capability of producing the required items. 

(g) Work with the Small Business Administration and the contracting officer 
to insure small-business concerns receive an equitable share of procurements. 

I consider the chief of my small-business office and our 29 field small-business 
specialists to be qualified and believe that they are effectively carrying out our 
small-business policy. 

In the brochure which has been furnished to you are discussions for each of 
the questions included in your letter to General McNamara.” 

General Denniston. The first point, I think, is I can reiterate 
General McNamara’s feelings toward small business and doing every- 
thing possible which we can to see that they get their fair share. 

Senator SmaTuers. Good. 

General Denniston. To that end, as I say, I have an understand- 
ing of the problem, I think, from considerable experience. 

Among the important points are that we do, in all of our procure- 
ments of $5,000 or more, screen for small business. On procurements 
of $10,000 or over, they must be screened subsequently by our small- 
business spec ialist, and the representatives of the Small Business 
Administration in order to come to a joint determination as to whether 
100 percent set-aside, or any specific percentage of set-aside should be 
made. Now, in that, there are a number of things we have to satisfy 
ourselves on. Important to us—but not as important to us as, say, 
to the Signal Corps—is whether the small-business concern in ques- 
tion is technically competent. We are not in too high a technical 
business, but we have to be competent. 

Senator Smaruers. That’s right. 

General Denniston. And a number of other things. Now, we 
think our record over the nase good many years—in fact, back to 
1951—is rather good. From fiscal 1951 the dollar value of contracts 
awarded to small business has increased from 52 percent to 57 percent 
for fiscal year 1957. 

Senator Smatuers. That is good. 

General Denniston. Well, I hasten to explain a great deal of the 
credit—we might as well face the facts—goes to the fact that our pro- 
curement is more susceptible to small business than most. 

Senator Smatuers. Right. 

General Denniston. We think we have had something to do with 
it, although there, our percentages dropped back and forth. For in- 
stance, we went as high as 60.8 in 1956 and dropped to 57 in fiscal year 
1957. We have not been able to an: alyze and come to any definite con- 
clusion as to why there would be a 3-percent drop. It is my opinion 
that the pattern of procurement for any particular year will cause a 

variation of as much as 3 or 4 percent. “We have, as has been testified 
by other technical services, a small-business adviser who is also Chief 
of our Office of Small Business, Mr. DeForest Anthony, who is here 


_— 


"See appendix XVI, p. 475. 
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with us today. He is not either on General McNamara’s or my im- 
mediate staff although, because of our structure, we have an Office 
of Procurement Policy which broadly handles procurement policy 
and our procurement, of course, is decentralized. 

Senator Smatuers. Is he on that staff? 

General Denniston. He is on that staff which is responsible directly 
to me, not through anybody else, but to me, as Deputy Quartermaster 
General. 

Now, in our three large offices—Philadelphia, which purchases the 
clothing and textile materials for all the Department of Defense; in 
Chicago, where we purchase al] centrally procured subsistence or 
food; and in Columbus, Ohio, where we have a large office that pur- 
chases general supplies and equipment within our range—we have a 
full-time small-business specialist. They are on the staffs of the 
commanding general, or in the case of Columbus, the Chief of Pro- 
curement. I can assure you that they screen all procurements—and 
that they are paid attention to. 

Senator Smaruers. Right. 

General Dennison. The same thing applies to Mr. Anthony in 
our office. 

Now, I might mention the research and development. We do not 
have figures back beyond fiscal year 1955, and we have broken that 
down 3 w ays: into small business, large business, and institutions of 
which some are educational: some are foundations; but they are non- 
profit institutions. In 1955, we ran approximately 27 percent small 
business, 29 percent large business, and 43 percent institutions. 

Coming down to the first 9 months of fiscal 1957, it ran 32 small 
businesses, 25 large businesses, and 41 institutions. One reason we 
had gone down to 26 on institutions in 1956 is this radiation preserva- 
tion of food, that we are handling for the entire Government. It has 
brought in more institutions and fewer businesses of one kind or an- 
other into that picture. 

Now, I believe that is about everything I could state in general 
terms. Perhaps if counsel has some questions, he may bring other 
points out. 

Mr. Weapock. Yes, sir. I have some questions with regard to the 
set-aside program, General Denniston. 

The committee had brought to its attention recently, the fact that 
there seems to be a rather major difference of opinion at the present 
time between the Quartermaster Corps and the Small Business Ad- 
ministration on the matter of 100-percent set-asides. Having in- 
formally learned of this problem, I took the time to look into it a 
little further, and had it explained to me, exactly what the items 
concerned were. As I understand it, they are nonperishable subsist- 
ence items and that in each of the cases, something like 90 percent 
of the prospective bidders are small businesses. Someone in some in- 
stallation, had initiated a 100-percent set-aside on these products. 
Previous procurements have indicated that small business has more 
than satisfactorily delivered to the Quartermaster Corps in the past, 
these items, in far greater numbers than is required in the instant 
procurement. Now, we are a little fearful that perhaps there is 
some new policy or new thinking that may be obtained in this area, 
and I wondered if you would be kind enough to briefly explain the 
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matter and explain your problem with it. That is, you cannot sub- 
scribe to this action initiated by SBA. 

General Denniston. That has just recently, within the last few 
days, come to my attention and I was a little disappointed, because 
we considered ourselves to be the favorite folks of SBA. I cannot 
remember in 4 years, that we ever before even had casual disagree- 
ment with them. 

Mr. Weapock. That is right. 

General Denniston. That was initiated by SBA in this non- 
yerishable food line, to go right ahead into 100 percent set-asides. 
We did not feel that that would be sound on the basis that the 
principal reason for a percentage set-aside, less than 100 percent even 
if it is in an area which is—and we have some areas that are— 
95 percent small business; that if we make 100 percent set-aside, we 
completely lose the comparative value of what the actual best market 
price is. We will never know whether we get the best price, or some- 
thing slightly above. We don’t feel that it penalizes small business 
who infrequently, in those areas, get the unrestricted portion as well 
as the set-aside. However, we are not adamant about it. We don’t 
have a strict, rigid policy on percentage of set-aside. We believe it 
should be determined, as far as possible, in each specific case, by what 
we are buying. I believe that there is a letter being drafted at the 
moment. I think it will come from General McKenzie, the Executive 
Director for Subsistence for the Department of Defense, suggesting 
that representatives from SBA in Washington come out to Chicago, 
sit down with the people that have their pulse on the subsistence 
market, and see if we cannot work out something. 

Now, I am confident that we have always ended up with an agree- 
ment with them, whenever we sat down and just worked things out. 
We have no policy objection to 100-percent set-aside if we can at the 
same time assure ourselves that we are getting the best price for the 
quality. 

Mr. Wravock. Why do you have to insist on the best price, General ? 

In the weighted average pricing policy, which I am sure you are 
familiar with, and concerning which this committee held hearings 
earlier this year, it is provided that a seg and reasonable price be 
obtained. We cannot have that both ways, can we? 

General Denniston. That is correct. but the thing has to be in 
bounds. We have some basis for knowing whether the price we are 
getting is fair and reasonable. 

Mr. Weapock. Well, you have your previous procurements to fall 
back on and, of course, if your bids get kind of high, you can always 
throw them out. 

Senator Smarners. Let me get in here, Mr. Weadock. I must 
savy we want to get as much for small business as we can. On the 
other hand, we don’t want to get everything for small business in an 
areas, to the extent that we might not be doing the best thing that 
we can for the Government as whole. 

The General has explained that in certain of these areas, that small 
business gets almost all of it anyway, but that if they set it all aside, 
they would not have a realistic picture as to what benefits small 
business is getting and I think, in order to get the information, they 
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have to leave some part of it open for competition, to determine where 
small business is getting more than it probably should. 

General Denniston. There is a considerable difference in small 
business. In some cases, we run across as great a difference among 
small businesses as there is between a small business and a large 
business. Now, we deal to a great extent, with the cut, make, and 
trim industry, which is one of the largest small businesses. Some- 
times to our surprise, we find we are dealing with a big business. We 
have had an example lately, where SBA made a sm: all-business find- 
ing one week, and a large business finding in the same combine, when 
they found out the ramifications of it. 

We are dealing, maybe, with a small company and we are some- 
times ignorant of the fact and cannot find out who is responsible, but 
the point is in this cut, make, and trim industry, there is some small 
business that can compete very well and the big business does not 
come into it very much. They don’t compete; it does not interest 
them. But I believe, generally speaking, by staying away from the 

100 percent set-aside, that we will get better competition; we will get 
better competition among the various grades of small businesses, but 
as I say, on this, we do not have a fixed policy. 

Senator Smatuers. I think the policy sounds sensible to me. I 
don’t mean to undermine my very capable counsel here, in his desire 
to get 101 percent for small business, but I do think there is an area 
of practicality which must be considered. I think your explanation 
of it isa very practical one. 

General Denniston. That is the way we intend to handle it. 

Mr. Weapock. I would like to know, General Denniston, if we could 
be supplied with your figures, reflecting the percentage of potential 
going to small business, as compared with the percentage of potential 
over the last similar reporting period. 

General Denniston. Do you mean actual awards?’ I don't know 
whether I can nail down the potential. 

Mr. Weapock. Well, the potential being the items determined suit- 
able for manufacture by small business. There may be some items 
that small business could not make that you buy. 

General Denniston. We have relatively few. Now, we handle 
materials for instance, but the Navy buys them for us. That is gen- 
erally big business. I don’t know offhand. 

We could probably do that fairly easily. I would say a mobile 
laundry—I doubt if there are any, because it is not only a fairly large 
undert: aking, but it is rather specialized. Some of the large com- 
panies that make laundry machinery don’t make this, but they are 

capable of it, but I think we could develop a list. I think it would 
‘ns very minor. 

Mr. Weavock. Your drawdown from total expenditures, that small 
business cannot make, would be minor / 

General Denniston. Yes; that would be minor, but I think we 
could develop it. 

Senator Smaruers. It is minor, that part of your expenditures 
which are not susceptible to being handled by small business / 

General Denniston. Very small because, you see, the bulk of our 
dollars go into food and clothing. Now, within the clothing and 
textile, well, not even in textiles. There are plenty of small textile 
mills, even today, although you have competition. There are large 
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ones, and they get a percentage of the business; but there are also small 
ones that are capable of producing, and do, and with whom we deal. 

Senator Smatuers. Any other questions ¢ 

Mr. Weapock. Yes, sir. General Denniston, have you applied or 
implemented the new Department of Defense policy concerning the 
weighted-average formula ? 

General Denniston. I think so. 

Mr. Anrnony. Yes, sir. 

Mr. Weapvock. It has gone into effect in the Quartermaster Corps? 

General Denniston. Yes, sir. 

Senator Smaruers. Any Pn Thank you very much, Gen- 
eral, and all of you here. General McNamara, we look forward to 
seeing you next year, and General Denniston, too, we hope. 

General Denniston. Col. W. D. Jackson, Chief of my Office of Re- 
search and Engineering, has a statement and other material on small- 
business participation which he would like to submit for the record. 

Senator Smaruers. Colonel Jackson’s statement will be included 
in the record at this point. 

(The statement of Colonel Jackson follows :) 


STATEMENT BY CoL. W. D. JACKSON, CHIEF, OFFICE OF RESEARCH AND ENGINEERING, 
OFFICE OF THE QUARTERMASTER GENERAL, DEPARTMENT OF THE ARMY 


Mr. Chairman, I am Col. W. D. Jackson, Chief of the Office of Research and 
Development, Office of the Quartermaster General. 

In the research and development field, we follow the same policy in awarding 
contracts with regard to the small-business program as the other elements of 
the Quartermaster Corps. Most of our research and development contracts are 
awarded by the Quartermaster Research and Development Command at Natick, 
Mass. In accordance with procedures established by Department of Defense 
and Department of the Army, we have a small-business specialist at that in- 
stallation who performs all of the functions outlined by General Denniston. 
The small-business specialist is constantly in touch with the Small Business 
Administration representative and makes sure, not only that all technical 
personnel are cognizant of available facilities in small-business sources, but also 
that small business is made aware of the areas in which QMC research and 
development needs assistance. In this manner the list of bidders is constantly 
increased, 

In research and development we cannot provide a detailed specification for 
an item we require since one of the principal objectives of research and develop- 
ment is to develop an item so that definite specifications can be prepared; we 
have to buy ideas, new thinking, and new approaches. We canvass prospective 
contractors, acquaint them with our problems, give them the general scope of 
our work and our ideas on approaches, and evaluate their ingenuity and know- 
how to come up with a solution. In general we select the contractor on the basis 
of his ability to solve problems in a certain area whether it is a large- or small- 
business concern or an educational institution. However, emphasis is placed on 
supporting small business in accordance with the QMC policy, wherever the re- 
quired qualifications can be met by small-business concerns. In an effort to seek 
greater small-business participation the fiscal year 1958 planned research and 
development procurement program will be reviewed in advance of initiating pro- 
curement requests. It is believed that reviewing the program at the earliest 
possible time will make it possible to consider additional small-business sources 
and allow more opportunities for joint determinations. 

There are certain types of research in which educational institutions have 
better developed skills, a greater interest in studying the problems as well as a 
background of previous experience, not generally available with small industrial 
concerns. I am thinking in particular of our research in environmental pro- 
tection of the soldier, and our work in radiation preservation of food. In these 
areas we have secured assistance from universities rather than industry, since 
industry generally was lacking technical competence and facilities while uni- 
versities were already equipped to take on the research. 
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As we move into the development of hardware, we depend much more heavily 
on industry. We note, for example, that small business received 65 percent of 
the total fiscal year 1956 contract dollars obligated by QM in 3 high priority 
research and development hardware areas: aerial delivery equipment, petroleum 
handling equipment, and body armor. 

Total research and development contractual dollars for the first 6 months of 
fiscal year 1957 amounted to $2,405,287, consisting of 148 contracts. Of this 
amount, small business was awarded 37 contracts, totaling $722,240, or a figure 
of 30.3 percent. Large business was awarded 46 contracts, totaling $578,419, or 
a figure of 24.05 percent. Educational institutions and/or nonprofit concerns 
were awarded 65 contracts, totaling $1,104,628, or a figure of 45.92 percent. 

If we compare the percent of contracts given to small and large business, 
exclusive of universities and nonprofit institutions, our records show that in 
the first 6 months of fiscal year 1957, contractual dollars awarded to both large 
and small business was $1,300,659. Small business received $722,240, or 55.53 
percent, as against $578,419 or 44.47 percent for large business. 

Our efforts are designed to continually add to our lists of prospective con- 
tractors those organizations, both large and small, with special competence in 
various fields of interest. Our technical people keep up with the advances in 
their particular field and seek out organizations having the best available knowl- 
edge to solve our problems. 

Sen: itor SMATHERS. Any quest ions? Thank you very much Gen- 
eral McNamara, General Denniston, and General Jackson. We look 
forward to seeing you all next year. 

Our next and last technical service appearing before this subcom- 
mittee today is the Transportation Corps. Major General Yount, we 
will be glad to hear you at this time. 

General Yount. Thank you, sir. 


STATEMENT OF MAJ. GEN. PAUL F. YOUNT, CHIEF OF TRANSPORTA- 
TION, UNITED STATES ARMY, ACCOMPANIED BY COL. WILLIAM 
N. REDLING, ASSISTANT FOR RESEARCH AND DEVELOPMENT, 
AND GEORGE N. MARCUS, SMALL-BUSINESS ADVISER 


General Yount. Mr. Chairman, I have a prepared statement,’ or I 
can, in the interest of time, brief this for you. 

Senator Smatruers. It is just 5 pages. Do whatever you prefer. 

General Younv. I will go ahead and read it then. 

I appreciate this opportunity of reporting to you on the status of 
small business within the Transportation Corps. 

Since the inception of this program in 1951, it has been the policy 
of the Transportation Corps to aid small-business concerns in com- 
peting for a fair and equitable portion of our procurements. 

During the first 11 months of the current fiscal year, the Transporta- 
tion Corps released $185,338,000 for procurement actions. The greater 
portion of this amount was transferred by military interdepartmental 
purchase requests to the following: 

(a) Department of the Air Force for aircraft $105, 680, 000 

(b) Department of the Air Force for replenishment repair parts_. 19, S00, 000 

(c) Department of the Navy for aircraft_ pitas eee aceiaaine ; 2, 420, 000 

(d) Department of the Navy for marine ee oa ae 600, 000 

(e) Department of the Navy for stock fund items _- eile a 2, 340, 000 
(For statistical summary see appendix XXV, p. 552.) 


sia Prepared statement was accompanied by Transportation Corps, Procurement Divi- 
sion, policy statements as set forth in appendix XX, p. 514. 
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The total is $130,840, 000. 

The balance of $54,498,000 was spent by the Transportation Corps. 

A substantial part of this balance was awarded to small-business 
firms. Actual on centages and figures are as follows: 

Total dollars, $54,498,000. 

To small te $44,501,000. 

Percentage to small business, 81 percent. 

Total actions, 69,299. 

To small business, 55,486. 

Percentage to small business, 80. 

The Transport ation Corps small-business organization consists of 
my small-business adviser who is Chief of the Office of Small Business, 
and 11 qualified small-business specialists, all of whom are responsible 
directly to me. 

All procurements of $1,000 or more, advertised and negotiated, are 
reviewed prior to solicitation by the appropriate small-business spe- 
cialist to determine their suitability for small-business participation. 

The criteria set forth in Army Procurement Procedure, section 
XXX, part 7, paragraph 30-702n, are adhered to in determining the 
items suitable for small business. 

It is the policy of the Transportation Corps to maintain current 
bidders’ lists established at the several purchasing offices and to in- 
clude therein any qualified applicant who requests that he be placed on 
the list. Bids or proposals are solicited from all firms except where 
the number of names on the list is excessive, in which case rotation 
of bidders’ names is resorted to as authorized and encouraged by the 
armed services procurement regulations. 

Where rotation method of selection is used, firms which have pre- 
viously furnished the item to be procured and one-third of the re- 
maining names on the bidders’ list are included in the invitation 
or proposal, each one-third being rotated in order. 

Except for purchases of $1,000 or less, formal advertising is used 
wherever possible and negotiation is only resorted to when this 
method of procurement is obviously i in the best interests of the Govern- 
ment. Negotiation is always conducted in accordance with the pro- 
visions of APP, section X XX, part i, 

The provisions of APP, section 1, part 3, paragraph 1-305, are 
adhered to with respect to spec ifie ibe Any deviations or waivers 
to Federal and military specifications are subjected to review by the 
commanding general, United States Army Transportation Supply 
and Maintenance Command. When necessar Y, specifications are 
amended or revised to avoid repeated deviations and waivers. 

Wherever possible, requirements are consolidated to avoid excessive 
procurement costs. In preparing invitations or proposals, manufac- 
turers’ usual lead times are considered in establishing delivery sched- 
ules except in emergency procurements. In these latter cases, bid- 
ders are requested to furnish their delivery schedules. 

I might say there, parenthetically, we have had no difficulty with 
small business in meeting our delivery schedules. 
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The Transportation Corps adheres to the policy as set forth in APP, 
section VII, part 1, paragraph 7-150-1, with respect to progress pay- 
ments. Each case is conideted solely on its merits irrespective of 
whether the contractor is a small-business firm or a large-business 
firm. 

Except for subsistence items the Transportation Corps does not have 
any call-type contracts currently in effect. There are approximately 
200 open-end contracts in effect. These contracts fall into the follow- 
ing 4 major categories: (1) Master ship-repair contracts; (2) con- 
tr acts for stev edoring services at Army terminals; (3) contracts for 
furnishing repair parts for major items of Transportation Corps 
equipment; and (4) contracts for repair and maintenance services. 

Transportation Corps items are designated as “sole source” only 
where there is but a single known producer or supplier. Such items 
generally fall in the category of parts or components of equipment 
for which competition is restricted due to patent rights or other pro- 
prietary restrictions. Transportation Corps purchasing offices con- 
tinuously review such items and endeavor to develop additional 
sources of supply. 

On January 1957, writen instructions with respect to the use 

of DA Form 1877 were sent to commanders of all Transportation 
Corps installations engaged in procurement activities. The policies 
and proc ‘edures set forth in APP, section XXX, part 7, paragraphs 
30-713 and 30-714, pertaining to the use of DA Form 1877, have been 
implemented within the Transportation Corps and are strictly 
observed. 

All invitations for bids or requests for proposals which may result 
in an award of $5,000 or more, are now being recorded on DA Form 
1877 and aiiest by the small-business specialist at the procuring 
office and subsequently by my small-business adviser. 

Based upon limited experience to date it appears that utilization of 
DA Form 1877 will assist in the attainment of the objectives of the 
small-business program. 

Col. William M. R edling, my assistant for research and development, 
and Mr. George M. Marcos, my business adviser, are with me today. 
We will be glad to explain these matters in more detail if you desire, 
and to answer any questions as you may wish to ask. 

Col. William N. Redling, my assistant for research and develop- 
ment, also has a short statement, about two pages in length, covering 
the research and development aspects of our procurement. I have 
with me also Mr. George N. Marcus, who is my small-business adviser, 
and you will note that the information that I have given you this 
morning is corrected up through the 31st of May which is contrary to 
the first submission we made for the June hearings. 

Senator Smatuers. That’s right. 

General Yount. And Colonel Redling’s presentation is now cor- 
rected as of last night, up through the 30th of June, and we will have 
the corrected copies of it in the hands of the staff here as quickly as 
we can. 


Senator Smatuers. Colonel, we will be glad to hear from you, si 
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STATEMENT OF COL. WILLIAM N. REDLING, ASSISTANT CHIEF OF 
TRANSPORTATION (RESEARCH AND DEVELOPMENT), OFFICE 
OF THE CHIEF OF TRANSPORTATION, DEPARTMENT OF THE 
ARMY 61b 


Colonel Repring. Thank you, Senator. 

The Transportation Corps is responsible for the conduct of research 
and development in the following areas: 

1. Rail equipment for the Department of Defense. 

9. Harbor and inland waterway craft for the Department of the 
Army. 

3. Specialized terminals and cargo-handling equipment for Trans- 
portation Corps use. 

4. Specialized off-road transport equipment for Transportation. 
Corps use. 

5. Aviation equipment for the Department of the Army (maximum 
use is made of U.S. Air Force and U.S. Navy aircraft research and 
development facilities in accordance with DOD directives). 

The commanding officer of the United States Army Transportation 
Research and Engineering Command (TRECOM) at Fort Eustis, 
Va., is responsible, with certain exceptions, for the implementation of 
the Transportation Corps research and development program. The 
exceptions include those projects in the aviation and marine fields 
which can be performed more economically by the United States Air 
Force and the United States Navy and for which United States Army 
funds are transferred to those Departments. Decisions on placing 
requirements with the United States Air Force and the United States 
Navy are made by the Office, Chief of Transportation, after coordina- 
tion with the Department of Army General Staff. 

Of the $41,638,000 budgeted for the Transportation Corps research 
and development program for procurement for fiscal year 1957, $36,- 
401,000 or 87.4 percent was transferred to these departments on mili- 
tary interdepartmental purchase requests (MIPR’s) for their procure- 
ment action and is excluded from this report. 

The remainder of the program is assigned to TRECOM which es- 
tablishes the procurement requirements and effects the procurement. 
The procurement requirements are determined from the approved pro- 
grain and supporting subtask project cards. Individual procurement 
requests, including Government cost estimates, are prepared, coordi- 
nated as required, approved for procurement by the commanding offi- 
eer, TRECOM, and furnished to the TRECOM research contracting 
officer. The individual procurement request, supported by a copy of 
the project card, becomes the basic document in each resulting contract 
file. 

The contracting officer then requests proposals and proceeds to nego- 
tiate the procurement, using the authorizations for negotiation con- 
tained in title 10, United States Code, section 2304 a (1), a (5), or 


» Prepared statement was accompanied by Research and Development policy state- 


ments as set forth in appendix XXI, p. 518. 
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a (11) as appropriate, securing such “Determinations and Findings— 
Authority to Negotiate” from the Assistant Sec retary of the Army, 
Logistics, as may be required. 

Prior to requesting proposals the research contracting officer makes 
a review of the bidders’ list for each procurement action to determine 
those firms or institutions which have, by their applications, indicated 
qualifications and interest in the field of the proposed procurement. 
The objectives of research and development demand that the best 
qualified technical and scientific talent be utilized whether it be found 
in large business, in small business, or in educational or other non- 
profit institutions. However, we find that in very many instances 
the best qualifications are found in the smaller companies and organi- 
zations—especially in the fields of research studies and engineering 
design. Approximately 50 percent of the TRECOM bidders’ list con- 
sists of small-business firms. A review of the solicitation of proposals 
made since February 1, 1957, when the DA Form 1877 came into use, 
reveals that almost 50 percent of the requests for proposals since that 
date have been sent to small business. Copies are also furnished to 
the local Small Business Administration office in Richmond. In addi- 
tion, of the $3,481,000 of research and development procurement for 
fiscal year 1957 awarded by TRECOM up to and including June 12, 
1957, $1,102,000, or 44.8 percent of the dollar value was awarded to 
small business. If the $384,000 or 15.9 percent of the procurement 
awarded to educational and nonprofit institutions is excluded, that 
same dollar value of procurement awarded to small business repre- 
sents 54.2 percent of the total awarded to industry. ‘This fiscal year 
1957 procurement was accomplished through 78 contracts, of which 
43 were awarded to small business, 46 to large business, and 13 to 
educational and nonprofit institutions. 

In addition, information reported from our large-business prime 
contractors in research and development reflects that they have placed 
at least an additional $150,000 in subcontracts and purchase orders 
with small business during fiscal year 7. 

Relative to 1955, 19% 56, and 1957, I do have figures that indicate 
that in 1955 of the dollar value, 41.6 percent went to small business. 
In 1956, 47.3 percent; and, as I stated, in 1957, 44.8 percent. Our 
program is holding pretty much on a normal throughout the year. 

Senator SmaruHers. Fine. Do you have any questions? 

Mr. Weapock. Yes, sir. I would like to ask Colonel Redling, as 
far as requesting of proposals by your contracting officer and the 
review of the bidders’ list, that is made on these procurements, to see 
what the bidders’ qualifications are, is there any opportunity here 
for the small firm who has not produced for the Department of 
Defense in the past to break through and perhaps get an initial con- 
tract? You don’t hold as a fast criteria that they have to have pro- 
vided supplies for the Transportation Corps before ? 

Any new company that has pulled together a lot of engineering 
talent would have an equal —_— tunity—would be equally considered? 
Colonel Repiine. Yes, si 
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General Yount. Actually, I can say there, I personally reviewed 
those very carefully and the prime concern is the experience and the 
educational background of their employees. That is what we are 
buying in that particular case. 

Mr. Weapock. The talent. 

General Yount. Not long-term corporate existence. 

Mr. Weavock. I see, General. Well, you are somewhat like the 
Marine Corps when they came up here. It is a little hard to find fault 
with your 81 percent of dollars going to small business. The only 
thing we might possibly wonder about is here where you say that when- 
ever possible, procurement is consolidated. I hope not to the detri- 
ment of small business, where you get into such large amounts, that 
they would be incapable of hs andling it. 

General Yount. No, sir. I think the figures themselves bear that 
belief out. 

Mr. Weapock. They certainly indicate that that would not be the 
ease. 

General Younr. The same applies to delivery. We have not had 
a problem of delivery. Our business is well adapted to application 
in the small-business field and we are doing everything possible to 
utilize that field. 

Mr. Werapock. It would be very hard to make any suggestions to 
you, General, on how to improve your program, the way you have 
spelled it out here and in view of the percentages that are reflected. I 
hope that next year, when we will look forward to seeing you again, 
that an equally impressive report will be made by the Transportation 
Corps 

General Youn’. I hope so. 

Mr. Weapock. I have nothing more, Mr. Chairman. 

Senator Smarners. Thank you, gentlemen. 

General Youn. I appreciate this opportunity to appear. I have 
the detailed, addition: al information—the breakdown, to add to our 
present: ition, sir, which is in compliance with your letter of July 18.° 

Senator Smaruers. Thank you, gentlemen, very much. This con- 
cludes our public hearings on the small-business programs of Govern- 
ment agencies for this session of Congress. 

Because of our extensive development of the military programs, we 
will be unable to receive testimony from the civilian agencies this year. 
However, without objection, I will insert in the record at this point 
a copy of our letter to the Administrator of the General Services Ad- 
ministration requesting that a written report be submitted to the Com- 
mittee on the small-business program being conducted within that 
agency. Similar letters were directed to the Chairman of the Atomic 
Energy Commission and the Administrator of the Veterans’ Admin- 
istration. Without objection the record will remain open for inclu- 
sion of the annual reports of those agencies. 


® Retained in committee files 
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Exnisit 48 


UNITED STATES SENATE, 
SELECT COMMITTEE ON SMALL BUSINESS, 
July 18, 1957. 
Request for written report on GSA small-business program.’ 
Hon. FRANKLIN G. FLOETE. 
Administrator, General Services Administration, 
Washington, D.C. 

DearR Mr. FLoetTe: The Subcommittee on Government Procurement of the 
Senate Small Business Committee annually conducts public hearings concerning 
the procurement programs being conducted by the military services and such 
other agencies of the executive branch as perform a significant purchasing and 
contracting function. 

It is regretted that the press of legislative matters will preclude the subcom- 
mittee from receiving testimony on this subject from the General Services 
Administration during this session of Congress. However, in order that the 
subcommittee may be kept informed for the effectiveness of the small-business 
program within your agency during the past fiscal year, it is requested that 
you submit a written report depicting the scope of your program, the procedures 
established for its successful operation, substantive improvements in the pro- 
gram over the past year, any new programs which may have been initiated, if 
appropriate, and a statistical summary showing the results accomplished during 
the reporting period. 

The subcommittee would also appreciate your comments on agency procedures 
or policies with regard to the following topics : 


1. Detailed procedure being followed relative to screening procurements before 
solicitation (both formally advertised and negotiated, classified, and unclassi- 
fied ). 

2. Criteria used for determining those items susceptible of accomplishment by 
small business. 

3. Policy regarding selection of bidders list. 

4. Criteria used in selecting firms to be solicited when bidders list is rotated. 

5. Formal advertisement versus negotiation. 

6. Policy relating to use of specifications and factors permitting deviations 
therefrom. 

7. Comments on unrealistic requirements and unrealistic delivery schedules. 

8. Policy regarding progress payments to small and large firms. 

9. Call and open-end type contracts. 

10. Police regarding sole-source procurement. 

11. Bailment procedures. 

12. Experience with single source procurement. 

13. Experience with qualified products lists. 

14. Staffing pattern of your small-business program and personnel problems, 
if any. 

15. Statistics reflecting small-business participation in first-tier subcon- 
tracting. 

I would be grateful if your report could be completed so as to reach the sub- 
committee not later than August 10, 1957.2 Please accept my sincere thanks for 
your continued support of small business and for your understanding and 
cooperation in this matter. 

With cordial best wishes, I am 

Sincerely yours, 
GEORGE A. SMATHERS, 
Chairman, Subcommittee on Government Procurement. 


That is all, gentlemen. We stand in adjournment for this session 
of Congress. Thank you very much. 
(Whereupon at 1:30 p. m., the hearing was adjourned. ) 





1A similar letter was sent to the Atomic Energy Commission and the Veterans’ Adminis- 
tration. 
2See appendixes XXII, XXIII, and XXIV, beginning p. 521, for reports submitted. 
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APPENDIXES 


APPENDIX I? 
November 16, 1956 
Number 7800.4 


DEPARTMENT OF DEFENSE DIRECTIVE 


Subject: Defense Contract Financing Policy—Small Business Concerns 
References : 
(a) Department of Defens Directive No. 7800.1, dated 30 October 1953. 
Subject : Defense Contract Financing Policy 
(b) Department of Defense Directive No. 7840.1, dated 22 April 1954. Sub- 
ject: Defense Supply Contract Financing—Progress Payments Based 
on Costs 
(c) Department of Defense Directive No. 7830.1, dated May 31, 1956. Sub- 
ject: Defense Contract Financing Policy—Advance Payments 
(dad) Joint Regulations (SR 715-35-5; NAVEXOS P-1006; AFR 173-133), 
dated 17 March 1952. Subject: Defense Contract Financing 


I. PURPOSE 


It is the purpose of this directive (1) to insure that the need for advance or 
progress payments by contractors will not be treated as a handicap in awarding 
contracts, (2) to facilitate and accelerate the making of progress payments 
requested by small suppliers under Government contracts, (8) to emphasize the 
usefulness and desirability of providing proper contract financing assistance to 
small-business concerns, and (4) to supplement the above references for these 
purposes, 

II. CONTRACT AWARDS—FINANCING NOT A HANDICAP 


Prudent contract financing supports procurement and production and fosters 
the small-business policy by providing necessary funds to supplement other funds 
available to contractors for contract performance. 

The need for advance payments or for progress payments or for a guaranteed 
loan (with reasonable percentage of guarantee) shall not be treated as a handi- 
cap in awarding contracts to those qualified contractors who are deemed com- 
petent and capable of satisfactory performance (ASPR 1-307; ASPR 2-406; 
paragraphs 204-205 of reference (d)). The ability of the contractor to per- 
form the contract, including the availability of money or credit necessary for 
performance, must be reasonably assured in all cases. Within established 
policy, awards which are otherwise proper must not be deterred by the neces- 
sity for providing reasonable contract financing. A contractor deemed reliable, 
competent, capable, and otherwise responsible, must not be regarded as any less 
responsible by reason of the need for reasonable contract financing provided 
or guaranteed by a military department. In selection of an appropriate method 
for provision of funds, contractors will not be expected to seek or obtain loans 
or credit from agencies of the Government outside the Department of Defense. 


III. PROGRESS PAYMENTS 


A. Reference (b) contemplates that provision for the customary progress 
payments described in its Part III, subject to the standards and limitations 
therein provided, will be made as a matter of course when requested by con- 
tractors who are known (from experience or adequate preaward investigation ) 


1See p. 3. 359 
94187—57 24 
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tu be reliable, competent, capable of satisfactory performance, in satisfactory 
financial condition, and to have an adequate accounting system and controls, 
The long “lead time” or preparatory period in these cases, normally approxi- 
mating six months or more between the beginning of work and the first delivery, 
and the accompanying predelivery expenditures that may have a material im- 
pact on the contractor’s working funds, are regarded as making this type of 
progress payment “reasonably necessary” within the meaning of reference (a), 
and as making the general preference for private financing, including guaranteed 
loans, not applicable to this class of cases. Hence, such customary progress 
payments will be provided in contracts upon request, subject to the limitation 
provided by Part III of reference (b), for discouragement of progress payments 
on relatively small negotiated contracts of the stronger and larger contractors 
who are not small-business concerns. If a small-business concern, and the 
contract involved, meet the standards for customary progress payments (Part 
III of reference (b)) the smallness of the contract shall not deter the making 
of provision for customary progress payments to such small-business concerns. 

B. Requests for proposals shall state that contract provision for progress 
payments will be made in conformity with regulations. 

C. Requests for proposals and invitations for bids shall specify that the need 
for advance or progress payments conforming to regulations will not be con- 
sidered as a handicap or adverse factor in the award of contracts. (When 
invitations for bids do not provide for progress payments, the words “or prog- 
ress,” will be deleted from the statement required by this Part IIT, C.) ? 

D. Whenever, incident to formal advertising, the Contracting Officer con- 
siders (1) that the period between the beginning of work and the required first 
production delivery will exceed six months, or (2) that progress payments will 
be useful or necessary by reason of unusual circumstances that will involve 
substantial accumulation of pre-delivery costs that may have a material impact 
on a contractor’s working funds (including but not limited to substantial small 
business set-asides expected to involve a relatively large pre-delivery accumula. 
tion of materials, purchased parts or components) the invitations for bids shall 
state that upon written request by the prospective contractor a progress pay- 
ment clause (to be included in the invitations for bids or identified by appro- 
priate reference therein, and to be the appropriate one of the contract clauses 
at 75 percent of total costs or 90 percent of costs of direct labor and material) 
will be included in the contract at the time of award. These invitations for 
bids providing for progress payments shall also state that bids including requests 
for progress payments will be evaluated on an equal basis with those not inelud- 
ing requests for progress payments. 

E. The standards and procedure prescribed by the first two paragraphs of 
Part IV of reference (b) will not apply to the cases mentioned in paragraph D 
of this Part III, next above. 

F. In connection with requests for provision of progress payments, or ad- 
vance payments, there must be timely action, no unwarranted delay, and no 
hesitation to make proper contract financing provisions. 


IV. PROGRESS PAYMENT LIQUIDATION 


A. The method for liquidation of progress payments prescribed by Part III 
of reference (b) will not apply if, at the inception of a contract (on the basis 
of satisfactory cost estimates) or thereafter by amendment (based on satis- 
factory data on cost experience and estimated future costs) the parties shall 
agree on a percentage rate of liquidation which will (1) effect liquidation of 
the amount of progress payments involved in each invoice from which liquida- 
tion of progress payments is to be made (i. e., recovery of the portion of costs 
for which progress payments have been made), (2) permit payment to the con- 
tractor of not more than the cost of items delivered and accepted (less allocable 
progress payments) and his earned profit on those items, and (3) insure that 
unliquidated progress payments will not exceed the percentage specified in the 
contract, of the costs forming the base for progress payments, applicable only 
to that portion of the contract which has not been delivered, accepted and 
invoiced. 


7 Revised January 7, 1957 
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B. However, when progress payments are to be made at 75 percent of the 
total costs, this percentage for liquidation of progress payments, lower than that 
prescribed by reference (b) to the extent appropriate, shall not be fixed at a 
rate less than 70 percent except as provided in C, below. If the progress 
payment percentage of total costs is less than 75 percent, comparable relation- 
ship between the progress payment percentage and the above minimum liquida- 
tion percentage shall be maintained. Similar principles as to minimum liquida- 
tion percentages shall be applied when progress payments are to be made at 
90 percent of the costs of direct labor and material, or on a more limited cost 
base, or at lesser percentages of limited costs. 

C. With regard only to items for which final prices have been established 
under contracts, progress payment liquidation percentages conforming to the 
standards stated in A, above, but less than the minimum liquidation percentages 
stated and outlined in B, above (e. g., less than 70 percent when progress pay- 
ywents :re based on 75 percent of total costs) may be established by amendment 
of contracts upon submission of satisfactory information by the contractor 
showing separately (1) the cost of items that have been delivered, accepted 
and invviced, (2) the cost of work not delivered, accepted and invoiced, (3) the 
estimated costs of completion, and (4) an applicable profit on the items for which 
final prices have been established that is higher than the amount of profit 
permitted to be released by application of the progress payment liquidation 
percentage then specified in the contract. 

D. Iteference (b) is hereby revised as set forth above. Liquidation percentage 
rates as described herein, less than those prescribed by reference (b), will not 
he established initially or by amendment except on the basis of satisfacetory 
eost data and estimates furnished by the contractor. Contracts may be amended 
to reduce the liquidation rate not inore frequently than once in each period of 
twelve months. 

Vv. ADVANCE PAYMENTS 


Circumstances will occur, especially on contracts with small-business con- 
cerns, in which advance payments will be more beneficial to the interests of the 
Government and more suitable to the situation of the contractor than other 
methods of contract financing (paragraph 404 of reference (d)). If, incident 
to a bid or proposal, or after award of a contract, an otherwise qualified con- 
tractor is found to require advance payments, there should be no hesitation in 
recommending to higher authority that the advance payments be established. 


VI. ACCELERATION OF PAYMENTS 


Payments must be made promptly on all contracts when due. It is of con- 
tinuing importance that there be acceleration of all proper payments earned by 
contractors, including progress payments. When there are reasons to doubt the 
prudence of continuing progress payments in cases involving performance diffi- 
culties or financial deterioration, decision must be made promptly and with proper 
regard to the harmful effects of delay on the continued operation of the con- 
tractors concerned. 

VII. SMALL BUSINESS—GENERAL 


Immediate and continuing attention must be given at all levels to insure that 
constructive measures will be taken to facilitate and accelerate necessary con- 
tract financing assistance to small suppliers. Every reasonable effort must be 
made to assist small suppliers in the resolution of their problems relative to the 
financing of contract performance, as well as to assist them in understanding and 
complying with the requirements of performance as to payment forms, inspection, 
and cost accounting. 

VIII. EFFECTIVE DATE 


This directive shall be made effective within 30 days after the date of issuance. 
C. E. WILson, 
Secretary of Defense. 
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APPENDIX II* 


DEPARTMENT OF DEFENSE Forn Approved 


CONTRACTORS’ CHECK LIST ee wae oes oe 


xpires 31 Dec 1956 
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Department of Defense 
Contract Finance 
Room 3E 839, The 
Washington 25, D 


SECTION | - IDENTIFICATION 
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jR BIL . T NTRACT PERFORMANCE 

WITHIN 20 DA > R veMiIsSs! 

WITHIN 30 DAYS 2M SUBMISSIO 


VER 30 DAY FROM SUBMIS 


iF PAYMENTS ARE SLOW 30 days s T 1LLS RE R NTEC INSPECTION OFFICE 
AND DISBURSING OFFICE, Ww f. c TS c WN REASONS FOR ANY DELAY 


KINOLY SUBMIT ANY SPECIFIC § ‘ R EXPEDITING PAYMENT 
ON GOVERNMENT CONTRAC 


PLEASE ADO ANY AVAILABLE INFORMATION AS > TIMING OF PAYMENTS TO Y 
THESE COMPARE WITH TIMING OF PAYMENTS ON Y R GOVERNMENT NTRACTS? 


NOTE - Data similar to the above may be furnished for any additional identitie niracts Departments 


om which the ontractor m ¥ t 
SECTION IIl - PROGRESS PAYMENTS 
PERCENTAGE AND BASE FOR PROGRESS PAYMENTS 
HAS YOUR PROGRESS PAYMENT EXPERIENCE BEE 


HAVE PROGRESS BILLINGS BEEN PAID PROMPTL 


WITHIN 10 DAY WITHIN 20 s T ve 


F PROGRESS PAYMENTS HAVE BEEN SLOW L SE ' ' ' S ARE PRESENTED, INTERMEDIATE 
ANY, OISBURSING OF FICE, WITH > OF PAYMENTS AND KNOWN REA 


HAVE PROGRESS PAYMENTS BEEN MADE IN AMOUNT 
F YES. PLEASE GIVE ANY AVAILABLE DETAIL 


HAVE ANY BILLINGS FOR PROGRESS PAYMENTS BEEN DENIE 
F YES, PLEASE GIVE ANY AVAILABLE ETA 


ES BE CONS 


IN INITIAL ONTRA 


R PROGRESS PAYMENT PR 
THE PROGRESS PAYMENTS ADEQ E F E N 


REQUEST PROGRESS PAYMENT F 2 F PAYMENT 
REASONS GIVEN FOR DENIAL 


VE PROGRESS PAYMENT 
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HOW IS CONTRACT PERFORMANCE BEING FINANCED? (Check applicable Items) 
1. [_] OWN FUNDS 
2. |_|} BORROWING FROM 
NORMAL CREDIT EXTENSION BY SUPPLIERS 
EXCEPTIONAL CREDIT ACCOMMODATIONS BY SUPPLIERS 
UNUSUAL AMOUNT OF SUBCONTRACTING, AND DELIVERY BY SUBCONTRACTORS ON CREDIT 


1S YOUR FINANCING SUFFICIENT TO PERMIT PROMPT PAYMENT OF YOUR CONTRACT COSTS WHEN OUE IN THE ORDINARY 
COURSE OF BUSINESS? ves }NO 


PLEASE ADD ANY AVAILABLE INFORMATION AS TO PROGRESS PAYMENT ARRANGEMENTS WITH COMMERCIAL CUSTOMERS, 
INCLUDING PRIME CONTRACTORS TO WHOM YOU ARE A SUBCONTRACTOR. INFORMATION DESIRED IS ALONG LINES OF 


SECTION IV, BELOW, BUT WITH REGARD TO YOUR EXPERIENCE IN RECEIPT OF PROGRESS PAYMENTS WHERE YOU ARE A 
SUBCONTRACTOR 


KINOLY SUBMIT ANY DEFINITE SUGGESTIONS YOU MAY HAVE FOR IMPROVEMENTS IN THE FIELO OF PROGRESS PAYMENTS 
ON GOVERNMENT CONTRACTS. PLEASE GIVE PARTICULAR REGARD TO AVAILABILITY, ADEQUACY, AND ADMINISTRATION 


KINOLY FURNISH ANY DEFINITE SUGGESTIONS YOU MAY HAVE FOR IMPROVEMENT IN THE HANDLING OF PROGRESS PAY- 
MENTS ON THE CONTRACT CITED ABOVE 


NOTE ~ Data similar to the above may be furnished for any additional military department contracts, with or without progress 


payment provision, om which the contractor may wish to comment 


SECTION IV - PROGRESS PAYMENTS TO SUBCONTRACTORS 
DO YOU MAKE PROGRESS PAYMENTS TO SUBCONTRACTORS? ves NO 
PLEASE DESCRIBE IN DETAIL YOUR POLICY AND PRACTICE AS TO PROVIDING AND MAKING PROGRESS PAYMENTS TO SUB 
CONTRACTORS DETAILS TO INCLUDE 
' COPIES OF COMPANY POLICY, PROCEDURES AND FORMS, IN J TYPICAL SUBCONTRACT PROVISIONS ( if available) 


2. NUMBER ANO AMOUNT,OF SU8-PROGRESS PAYMENTS, AND SUBCONTRACT AMOUNTS UNDER THIS CONTRACT. ALSO, 
NUMBER AND AMOUNT OF SUBCONTRACTS WITHOUT PROGRESS PAYMENTS. OF TOTAL PAYMENTS TO SUBCONTRACTORS 
AND VENOORS % ARE FOR DELIVERED ITEMS ONLY, ANC % ARE PROGRESS PAYMENTS 


IN GENERAL, IN YOUR BUSINESS % OF YOUR PAYMENTS TO SUBCONTRACTORS AND VENDORS ARE PROGRESS PAY- 
MENTS 


BASES AND PERCENTAGES O . NG RELATIONSHIP TO PRIME CONTRACT PROVISIONS 
METHODS OF LIQUIDATION 

PROCEDURES FOR ADMINISTRATION ANC 

EFFECT ON PRICING AND COMPETITION 

EFFECT OF REQUEST FOR PROGRESS PAYMENTS ON SELECTION OF SUBCONTRACTOR 


NATURE AND EXTENT OF PRE-AWARD INVESTIGATIONS OF SUBCONTRACTORS (a) INVOLVING PROGRESS PAYMENTS, OR 
b) NOT INVOLVING PROGRESS PAYMENTS 


OIF FERENCES, IF ANY, IN PRACTICE ON PROGRESS PAYMENTS TO SUBCONTRACTORS, AS BETWEEN (i) GOVERNMENT 
CONTRACTS AND COMMERCIAL BUSINESS, (ii) GOVERNMENT CONTRACTS WITH PROGRESS PAYMENTS AND GOVERNMENT 
CONTRACTS WITHOUT PROGRESS PAYMENTS, AND (iii) GOVERNMENT COST-TYPE CONTRACTS AND GOVERNMENT FIXED 
PRICE TYPE CONTRACTS 


SECTION V - CIRCUMSTANCES PREVENTING BILLING AFTER PERFORMANCE OF WORK 


FOR THE PURPOSE OF ASSISTING IN IDENTIFYING ANY REPETITIVE SITUATIONS THAT MAY INVOLVE CONSEQUENTIAL OELAY 
IN BILLING FOR WORK DONE, AND TO FURTHER THE ESTABLISHMENT OF ANY PRACTICAL IMPROVEMENTS TO SHORTEN THE 
TIME BETWEEN PERFORMANCE OF WORK AND SUBMISSION OF INVOICES, KINOLY FURNISH FOR EACH SUCH CONTRACT (In 
luding that cited above )THE FOLLOWING 


EXPERIENCE WITH (And Suggested Improvements For) 
PRE-BILLING ASPECTS OF 
CONTRACT NUMBER PRICING OF CHANGES 
AMOUNT ESCALATION 
DATE UPWARD PRICE REDETERMINATION 
ITEMS INVOLVED DELIVERIES UNDER LETTER CONTRACTS 
PURCHASING OFFICE SPARE PARTS DELIVERIES 
CONTRACT ADMINISTRATION OF CONTRACT TERMINATIONS 
DETAIL OF ACTION INVOLVED ITHER SITUATIONS POSTPONING OPPORTUNITY 
CONTRACT PROVISION INVOLVED TO PRESENT INVOICES 


CHRONOLOGY OF SIGNIFICANT EVENTS 
INVOLVED IN THE DELAY PREVENTING 
PRICING AND SUBMISSION OF INVOICES 
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APPENDIx III? 
Number 4100.20 
April 19, 1955? 


DEPARTMENT OF DEFENSE INSTRUCTION 


Subject: Department of Defense Small Business Subcontracting Policy. 
Reference: (a) Directive 4100.10, Revised Department of Defense Small Business 
Policy. 
I. PURPOSE 


The purpose of this Instruction is to set forth the policies of the Department 
of Defense with respect to subcontracting to small business concerns, supplement- 
ing the General Policy Statement of reference (a). 


II. DEFINITIONS 


A. A small business concern is one which is not dominant in its field of opera- 
tions, and which, including its affiliates, employs fewer than 500 employees; any 
firm certified to be a small business, by the Small Business Administration, is to 
be accepted as such.’ 

B. For the purpose of this Instruction, the term “subcontracting” refers to 
procurement by a business concern (including nonprofit organizations) of any 
article, material, or service entering into the performance of a contract for defense 
articles or services received by that business concern from a Military Department 
or from another business concern. 


Ill. GENERAL POLICY 


It is the declared policy of the Department of Defense that a fair proportion 
of the total purchases and contracts for supplies and services for the Department 
of Defense shall be placed with small business concerns, whether as prime con- 
tractors, subcontractors, or suppliers. With respect to subcontracting, this will 
be accomplished by measures designed to assure that small business concerns are 
afforded an equitable opportunity to compete for defense subcontracts within 
their capabilities. 

IV. SPECIFIC POLICIES 


A. The Military Departments shall insert in all cost type and fixed price supply 
or service contracts and in all construction contracts, in amounts exceeding 
$5,000 (except contracts to be performed substantially outside continental United 
States), a clause requiring the contractor to subcontract to small business con- 
cerns the maximum amount that the contractor finds to be consistent with the 
efficient performance of his contract. 

B. Each business concern hereafter receiving a prime contract in excess of 
$1,000,000 (except contracts to be performed substantially outside continental 
United States), which, in the opinion of the procuring activity placing the con- 
tract, offers substantial subcontracting possibilities, will be urged by the pro- 
curing activity to establish and conduct a “Defense Subcontracting Small 
Business Program” as a means of carrying out the General Policy herein stated, 
and as a means of implementing the clause referred to in Section IV A of this 
Instruction and stated in Section 7-100.14 of the Armed Services Procurement 
Regulation. This “Defense Subcontracting Small Business Program” will 
include as a minimum the following provisions: 

1. The designation of an executive of the company or plant as its Small 
Business Liaison Officer. He will be the contact man with the procuring 
activity and officials of the Small Business Administration on matters 
related to small business participation. He will be charged by the con- 
tractor with assuring that the company or plant carries out the small 
business subcontracting clause in its contracts, and will be responsible for 
the establishment of an effective “Defense Subcontracting Small Business 
Program” within the company or plant. 


1See p. 4. 
2Revised January 18, 1957. 
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2. The publication within the company or plant of the “Defense Subcon- 
tracting Small Business Program” of the company, including, the policies 
and procedures appropriate to accomplish its objectives. 

3. The adoption by the company of procurement policies designed to 
assure that small concerns will have an equitable competitive opportunity 
to secure defense subcontracts, including, but not limited to: Policies and 
procedures with respect to solicitations, time for the preparation of bids, 
quantities, specifications, delivery schedules and the making of awards which 
will invite and enable participation by small concerns. 

4. The maintaining of records showing as to each prospective subcontrac- 
tor on the source lists whether or not it meets the Department of Defense 
definition of a small-business concern, 

5. The placing in subcontracts (which in the opinion of the procuring 
contractor offer substantial small business subcontracting opportunities) 
of the small business subcontracting clause appearing in his own contract. 

6. The requesting of major subcontractors (whose contracts, in the opinion 
of the procuring contractor, offer substautial small business subcontracting 
opportunities) to establish and conduct “Defense Subcontracting Small 
Business Programs” meeting these requirements. 

7. The utilization of such information related to potential small-business 
sources as is furnished by the appropriate officers of the Department of 
Defense and the Small Business Administration. 

8. Submission to the procuring activity of such information on subcon- 
tracting to small business as may be called for on forms provided by the 
procuring activity. 

C. The Military Departments, through their small business specialists or 
otherwise, will take such measures as may be necessary to determine the ade- 
quacy of a contractor’s “Defense Subcontracting Small Business Program,” and 
in the event deficiencies are noted will bring them to the attention of the appro- 
priate Small Business Liaison Official of the contractor with an appropriate 
request for corrective action. 

DD. Each Military Department shall maintain a record of the extent of sub- 
contracting and subcontracting-to-small-business-concerns accomplished by com- 
panies which adopt “Defense Subcontracting Small Business Programs” under 
section IV B of this instruction. Such reports shall be compiled from the forms 
referred to in paragraph IV B 8 above. In cases where companies do not adopt 
“Defense Subcontracting Small Business Programs,” or adopt them but do not 
furnish subcontracting reports, the record of the Military Department shall list 
the company for the period in question as “Not reporting.” 

E. The data on subcontracting to small business by defense contractors com- 
piled under the preceding section shall be transmitted to the Assistant Secretary 
of Defense (Supply and Logistics) semiannually for consolidation into a De- 
partment of Defense-wide record of defense subcontracting. 


V. DEPARTMENTAL IMPLEMENTATION 


The Secretaries of the Military Departments shall take action to implement 
this Instruction immediately, and shall submit revised regulations, procedures 
and instructions in duplicate to the Assistant Secretary of Defense (Supply and 
Logistics) within seventy-five (75) days of the date of this Instruction. 


VI. EFFECTIVE DATE 


This policy is effective sixty (60) days from date of issuance. 
T. P. PIKE, 
Assistant Secretary of Defense 
(Supply and Logistics). 
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APPENDIx IV? 


MILITARY PRIME CONTRACTS WITH SMALL BUSINESS AND OTHER 
CONTRACTORS, JULY 1956-MARCH 1957, AND DEFENSE SMALL BUSI. 
NESS SUBCONTRACTING PROGRAM, JULY-DECEMBER 1956* 


DESCRIPTION OF PROGRAM 


In addition to data on military prime contracts with small business and other 
contractors usually published in this series, this issue contains a summary table 
on subcontracting by large prime contractors participating in the Department of 
Defense small-business subcontracting program. This program was established 
to enlist the assistance of large prime contractors in furthering the Defense 
Department policy of assuring that a fair share of all subcontract and prime 
contract purchases of supplies and services is awarded to small concerns. 

In implementing this policy military procuring activities insert in each con- 
tract over $5,000 a clause requiring the contractor to subcontract to small- 
business concerns the maximum amount determined by the contractor to be 
consistent with the efficient performance of the contract. In addition, each 
business concern receiving a contract of more than $1 million, which in the 
opinion of the procuring activity offers substantial subcontracting possibilities, 
is urged to participate in the program. Participation, which is on a voluntary 
basis, includes designating a company small business liaison officer, publicizing 
the program within the company, adopting procurement policies designed to 
assure small business an equitable opportunity to secure defense subcontracts 
and submitting information to the Department of Defense on accomplishments 
under the program. 

The first reports submitted to the Department of Defense covering the period 
from July 1 through December 31, 1956, are summarized in the table below. A 
preliminary report issued April 4, 1957, covered returns received from 207 
reporting units, representing 163 different companies. Late returns have in- 
creased these totals to 241 reporting units of 197 different companies. 

These companies reported military prime contract receipts of $6.6 billion, 
or the equivalent of about four-fifths of the general level of net prime contract 
awards to all large business concerns in the recent 6-month period. 

Prime contract receipts, of course, are not directly comparable to prime con- 
tract awards. As indicated below, the receipts are either cash payments to 
contractors by the military departments or, in a few cases, amounts billed 
the departments by contractors. Awards are contractual instruments which 
obligate Government funds; actual payments to contractors, therefore, lag 
behind awards. 

Military contracts receipts include all amounts (net after refunds, discounts, 
or other adjustments) received by business concerns from military depart- 
ments or from other business conecrns for supplies, services, or facilities 
entering into the performance of a military contract. In lieu of amounts re 
ceived, a concern may report billings rendered to ordering agencies and con- 
cerns. Military prime contracts receipts represent receipts from military de 
partments and military subcontract receipts represent receipts from other busi- 
ness concerns. 

Military subcontract and purchase payments are disbursements (net after 
refunds or other adjustments) by business concerns to suppliers of materials 
or services required for the performance of military contract work. In lieu of 
amounts disbursed, a concern may report billings from suppliers. 


PARTICIPATION IN PROGRAM, JULY—DECEMBER 1956 


First-tier small subcontractors were paid $1,659 million by these large com- 
panies for military subcontract work during the period. This compares with a 
total of $1,616 million for all military prime contract awards to small-business 
firms during the same period. 





1See p. 4 
2 Source: Office of Assistant Secretary of Defense (Supply and Logistics), May 28, 1957. 


py 


re 
to 
pe 
gi 
re 
gr 


to 


Ww. 





ho 
to 

of 

pul 
are 
Th 
age 
pot 


sou 





IER 
JSI- 


ther 
able 
it of 
shed 
ense 
rime 


con- 
nall- 
» be 
each 

the 
ties, 
tary 
zing 
d to 
‘acts 
ents 


riod 
ra | 

207 
» in- 


lion, 
Tract 


con- 
s to 
illed 
hich 

lag 


unts, 
part- 
lities 
Ss re- 
con- 
F de- 
busi- 


after 


rials 
ou of 


com- 
ith a 
iness 


1957. 


wat 


SMALL BUSINESS PROCUREMENT PROGRAM 367 


The actual total subcontract payments to small business during the period, 
of course, are more than $1,659 million, because that total does not include 
payments to subcontractors of the 197 companies below the first-tier level, and 
does not include the subcontract payments of other large prime contractors who 
have not reported. 

The subcontract payments to small-business firms were equal to 21 percent 
of all military prime and subcontract receipts of the 197 reporting companies. 

Military subcontract and purchase payments by the large companies to both 
small and large subcontractors totaled $4,380 million, or the equivalent of 56 
percent of their receipts. Almost 38 percent of the total subcontract payments 
went to small-business concerns. 

The table below indicates that company size (in terms of military contract 
receipts) has no significant bearing on the average percentage subcontracted 
to small business. Companies with receipts of less than $25 million each re- 
ported 25 percent subcontracted to small business while those in the next size 
group ($25 million to $50 million) subcontracted the smallest share of their 
receipts (18 percent) to small business. The 2 companies in the largest size 
group with receipts of over $500 million each subcontracted almost 22 percent 
to small-business firms. 

Of the $7,818 million in military contract receipts, $6,645 million or 85 percent 
was received from military departments in payment for prime contract work. 


DEFENSE SMALL BUSINESS SUBCONTRACTING PROGRAM 


Summary for 197 large companies, grouped by military contract receipts, July 1— 
Dec, 31, 1956 


{Dollar amounts in thousands] 


| Military subcontract and purchase 
payments to Ist-tier subcontractors 


Military contract receipts 


Number fa 5 la ee ae 
ot com 
Military contract panies To small sub- 
receipts group report To large contractors 
ing lotal Prime Sub- Total subcon- Bef 
contract | contract tractors 
Amount | Percent 
of (3) 
2 $ 4 ) 6 7 s 9 
Total 197 $7, 818, 057 $6, 644, 953 $1, 173, 104 $4, 379, 756 $2, 720, 494 $1, 659, 262 21.2 
$25,000 or less 145 846, 918 652, 869 214, 049 414, 576 196, 848 217, 728 25. 1 
$25,001 to $50,000 14 478, 893 313, 274 165, 619 217, 279 130, 748 86, 531 18. 1 
$50,001 to $100,000 17, 1,094, 583 817, 554 277, 029 566, 462 307, 660 258, 802 23. 6 
$100,001 to $250,000 12) 1, 764, 288) 1, 476, 694 287, 594; 1, 008, 239 637, 948 370, 291 21.0 
250,001 to $500,000 7) 2,520,189 2, 297, 075 293,114) 1, 527, 586 1, 038, 601 ASS, USS 19. 4 
Over $500,000 2 1.093, 186) 1, 087, 487 5, 699 645, 614 408, 689 236, 925 , 


1 Represents 241 reporting units (companies and divisions). 
MILITARY PRIME CONTRACT AWARDS IN THE SMALL BUSINESS POTENTIAL 
DEFINITION OF SMALL BUSINESS POTENTIAL 


The small-business potential includes all procurement actions of $10,000 or 
more for which there is a known small-business source, and which can be offered 
to small business. Since it is not practicable to secure individual reports on each 
of the millions of military procurement actions of less than $10,000 each, for 
purposes of this report it is assumed that all actions of less than $10,000 also 
are in the small-business potential. (This assumption is not strictly correct. 
The effect of making it is to overstate the potential and understate the percent- 
age share of the potential awarded to small business.) Excluded from the 
potential are procurement actions of $10,000 or more for which no small-business 
source is known to exist or which for reasons peculiar to the particular procure- 
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ment, such as patent or other proprietary rights, delivery schedules, necessity 
for interchangeability of parts, or mobilization base considerations, cannot be 
placed with small business concerns. 


JULY 1956—MARCH 1957 AWARDS IN THE POTENTIAL 


The charts and tables which follow summarize military procurement from 
business firms for work in the United States during fiscal year 1957 to date 
(July 1956-March 1957). Awards to educational and nonprofit institutions are 
shown separately in the fiscal year 1957 tables. 

With regard to procurement in the small-business potential, for procurement 
actions of $10,000 or more, the report shows the reasons why a substantial part 
of the small-business potential was lost by small business. 

The first chart shows that in the 9-month period, out of a net total of $14,593 
million in procurement from business firms, $4,276 million, or 29.3 percent, was 
in the small-business potential. 

Of the total of $4,276 million in the potential, $2,462 million, or 57.6 percent, 
was awarded to small business. 

The potential was 10.8 percent of total Air Force procurement, 23.1 percent 
for Navy, 69.0 percent for Army, and 89.0 percent for procurement of the Mili- 
tary Petroleum Supply Agency. This reflects the predominance of aircraft 
and other heavy equipment in Air Force and Navy procurement and, in Army 
procurement, the larger proportion of items that small business can supply, such 
as clothing, equipage, subsistence, building supplies, and other items that do not 
require large manufacturing establishments. 
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The second chart analyzes the reasons why small firms failed to obtain awards 
of $10,000 or more which were in the small-business potential and on which small 
business was invited to bid. Actions of $10,000 or more represented 78.9 percent 
of the total small-business potential. 

Of the potential over $10,000, 55.4 percent was awarded to small firms. (This 
compares with 57.6 percent for all actions including those under $10,000. ) 

On procurement representing 8.6 percent of the potential, small business had 
an opportunity to bid but did not submit a bid. 

On procurement representing 34.7 percent of the potential, small business 
submitted bids or proposals but lost the award to large-business competition be- 
‘ause the small business bid was not low. 

On procurement representing 0.6 percent of the potential, small business sub- 
mitted bids which were not accepted because the bids were not responsive, in 
that they did not conform to specifications or other stipulated requirements of 
the procurement. 


z 
< 
— 
a 
0 
0 
_ 
om 
a 
2 
= 
< 
Ae 
" 
“ 
te 
z 
“a 
2 
a 
_ 
- 
< 
= 
" 
x 
0 
oe 
w 
z 
0 
w“ 
< 
ee 
ax 





— 
er 
< 
fa 
o 
S 
ro 
Aa 
o 
Z 
& 
a 
fa] 
2 
5 
oO 
5 
re 
Ay 
M 
vp) 
<3} 
Z 
2 
=) 


SMALL 


SLI 


40°62 | 


2 a a ee ee ee ee 
001 08 09 Ov 02 0 


WIIN310d 30 1N3083d 
VSdW 


00! 08 09 Ov 02 0 
WHLWIL0d 30 1N30U3d 


AAWN 


*syu auezynbez yeuremd0id 1ay70 10 suopEoTFJOeds yy Atdulod you pid 


/5 SNOSVSU UAHLO YOS 
dgaLosrau aia “a's 


® HAISNOdSau LON Id “a's 

9°92 MOT LON did ‘a's 

8°. did LON dia ‘as 

| 22°19 “a's OL GaquVMV 
(ll ih 


00! 08 09 Ov 02 0 
WILN310d 40 1N39Y3d 


J9y404 IV 


q SNOSV3Y USHLO HOU 
agaL0afau did “a’s 


® AAISNOdS3Y LON GIA ‘a's 
ose MOT LON dId ‘a's 
0 o's aig LON did ‘a's 
| %6°09 “dS OL GAGUVMV 


00! 08 09 ov 02 
TWILNIL0d 40 1W30U3d 


AWYY 


L961 HOUVAL - 9S6I ATAL ‘SI8OG ONjOA JON 


00! 


08 


2 TIAVL~aounos 


*suOS¥el 19y;O 10} eTqeydedoe you 10 ‘,0¢-] uoTIEINZey youemnd01g 
SedAleg peulry ‘,,10}9"rIU0D eAjIedsorg aTqysuodsey,, © JOU Ieppig Sseuysng [TeUEg 


%S0°0 TE S997 » 


q SNOSVSY YFHLO 4Od 
aqgaLoagra did “a's 


® ZAISNOdSauY LON 
aid SS3NISNG TIVAS 


MOT LON did 
SSANISNG ‘T1IVAS 


9°8 ar 


@ LON aid 


SSAN'SNA TIVAS 


_"a'S OL GAqUVAV} 


09 Ov 
WILW3L0d 30 1W39U3d 


WLOL 


JYOW AO OOO'OL$ JO SGYVMV LNIWIINIONd AAVILITIW IVILNILOd 


NIiVidO O1 2INTV4 SSINISNG TIVWS YOd SNOSVI4 


02 


q 


ie 





372 SMALL BUSINESS PROCUREMENT PROGRAM 


On procurement representing 0.7 percent of the potential, small-business bids 
were rejected because a preaward survey of the bidder’s facilities indicated that 
the bidder did not have the capability to perform the contract, or for other 
reasons which in most cases related to the quality of the product. 

These data are shown in detail for each military department and the Military 
Petroleum Supply Agency in the charts and in tables 1 and 2. 


ADVERTISED AND NEGOTIATED AWARDS 


The total volume cf procurement placed by formal advertising for bids and by 
negotiation procedures is shown in table 3, for all contracts and orders except 
those placed with other Government agencies. From this table it will be 
seen that about 50 percent of the value of all small-business awards was ob- 
tained under negotiation procedures. So far as proceurement in the small- 
business potential is concerned, small firms received very nearly the same pro- 
portion of negotiated procurement within the potential (56.0 percent) as of ad- 
vertised procurement (59.2 percent). In the case of Army and Air Force 
awards, the small-business share of the negotiated potential was somewhat 
higher than for the advertised potential. In the case of Navy and MPSA the 
advertised percentage was substantially higher. 


TasLe 1.—All military prime contracts:* Net value of procurement actions, by 
category and department, July 1956-—March 1957 


{Amounts in thousands] 


Procurement action category Total Army Navy Air Force MPSA? 


}. 106, 308 $3, 336, 523 $4, 206, 652 | $7, 429, 148 $1, 043, OR5 


For work outside the United States 967, 032 377, 934 122, 906 97, 25) 268, 94 
Intragovernmental - - - 345, 285 124, 539 62, 050 5, 33% 
Educational and nonprofit institutions 3 201, 022 84, 718 39, 859 
Total with business firms for work in the 

United States 592, OE 


749, 332 071, 837 


Actions of less than $10,000_ - ; 901, 464, 283 214, , 358 3, 216 


Actions of $10,000 or more 3, 691, 2, 285, 049 3, 857, , I 758, 466 


Small-business potential 4 4, 276. : y 098 938, , 53% 891 


Actions of less than $10,000 901, 326 464, 283 214, , 3, 216 
Actions of $10,000 or more 3, 374, § 431.815 24, : ABA 183, 675 


Nonpotential 5 , 316, 53, 23 3, 133, , 245, 586 791 
With small business firms 2, 462, , 183, ‘ ‘ 002 


Actions of less than $10,000 593 31 7 23 3 705 QR 1 
Actions of $10,000 or more , B68, 72, ; 021 


With large business firms 2, 130, 48: 3, J }, 521, 207 680 


Actions of less than $10,000. —_ - 307, 796 2, 70, 653 1, 235 
Actions of $10,000 or more : 11, 822, 692 3, 6, 450, 554 604, 445 


Small-business share Percent f n Percent Percent 
Percent of small-business potential 57.6 63.5 24.2 
Percent of total with business firms 16.9 3 15.6 6.8 21.5 


| For definitions and coverage, see Notes on Coverage 

> Militery Petroleum Supply Agency; prior to Jan, 1, 1957, Armed Services Petroleum Purchasing Agency, 

3 Data for these institutions were combined with data for business firms prior to July 1956 

cludes all procurement actions of less than $10,000, and all other procurement actions except those 
described in footnote (5) below. 

5 Includes procurement for which there is no known small-business source; procurement in emergency 
situations; procurement requiring delivery schedules that cannot be met by a small firm; procurement 
placed with a large firm in order to maintain it as part of the mobilization base, or because of the necessity 
of assuring standardization of equipment and interchangeability of parts, or because of patent or other 
proprietary rights. 
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TABLE 2.—Military prime contracts in the small-business potential,’ net value 
of procurement actions of $10,000 or more, by category and by department, 
July 1956—March 1597 


[Amounts in thousands] 


Procurement action category Total Army Navy Air Force MPSA 2 


VALUE 


Small business potential, actions of 
$10,000 or more !_ 3, 374, : $724, 281 $535, 174 $683, 675 


Awarded to small-business firms = ' . 054 330, 206 164, 021 
Not awarded to small-business firms.__- . 505, 2, 227 204, 968 519, 654 
Small business did not bid : 54, 400 41, 823 121, 844 
Small business bid was not low 47: 58, 500 142, 466 397, 764 
Small business bid was not responsive 5, 5, 711 8, 430 46 
Small business bidder not a ‘‘respons- 
ible’ prospective contractor ( ASPR 
1-307 s 3, 9 711 , 648 
Small business bid not accepted for 
other reasons 7 2. O05 601 


PERCENTAGE DISTRIRUTION 


Small-business potential, actions of Percent Percent Percent Percent Percent 
J 
$10,000 or more !_ 100 100 100. 0 100. 0 100. 


Awarded to small-business firms 5A 60. ¢ 69.3 61.7 24 
Not awarded to small-business firms 44.6 39 30.7 38 ¢ 76 


Small business did not bid & 6 5 7.5 7.8 17.8 
Small business bid was not low_- 34 33 21.9 26. 6 58. : 
Small business bid was not responsive } 8 1.6 
Small business bidder not a ‘‘respons- 

ible’ prospective contractor (ASPR 

1-307 
Small business bid not accepted for 

other reasons 3 

' 


! For definitions, see footnotes to table 1. Data on reasons for small business failure to obtain potential 
awards are not available for procurement actions of less than $10,000. 

? Military Petroleum Supply Agency; prior to Jan. 1, 1957, Armed Services Petroleum Purchasing Agency. 

3 For reasons which in most cases relate to quality or technical evaluation of product. 

4 Less than 0.05 percent 
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TABLE 3.—All military prime contracts except intragovernmental:* Net value of 
advertised and negotiated procurement actions, by department, July 1956- 
March 1957 

[Amounts in thousands] 
Procurement action category Total Army Navy Air Force MPSA?! 


Total : $15, 761,023 | $3,211,984 | $4,234,602 | $7, 273, 815 $1, 040, 622 


Advertised 2, 346 918, 388 593, 996 : 429, 343 
Negotiated - - 13, 677 | 2,293,596 | 3, 640, 606 i, 611, 279 


For work outside the United States 032 377, 122, 906 , 255 268, 949 


Advertised _. $23 5, 58: 14, 683 47, 476 
Negotiated 609 372, 35: , 223 5 221, 464 


Educational and nonprofit institutions 3 022 


Advertised 50) 
Negotiated 972 


With business firms for work in the United 
States . i4, 969 2, 33: 37 , 000, 771, 682 


Advertised 2, 197, 87% 757 579, 31: 323, 9% 381, 867 
Negotiated _- -_- . 2, 96 ; 57! 3, , 525 , 676, 389, 815 


Small-business potential 3 ; , \¢ 938, 7! 754, 53: 686, 891 
Advertised 2, li 3 554, 310, 636 376, 214 
Negotiated a , O15, > 443, &¢ 310, 677 


Nonpotential ), 316, 853, 2: 3, 133, O87 , 245, 5 84, 791 


Advertised 5, 74:3 32, 433 24, 35 3 5. 653 


Negotiated , 240, 955 820, 3, ie » 232, 280 79, 138 
With small business firms--. 3, , 183, 1: 134, 45 478, 911 166, 002 


Advertised 2 , 255, 77! 548, 87 385, 166 195, 171 126, 559 
Negotiated , 206, 7 634, 2! 249, 265 283, 740 39, 443 


Percent Percent Percent Percent Percent 
re | 


Small-business share of potential 57.6 62.4 67.6 63.5 | 24.9 


Advertised ere 59, 2 62.3 69. 4 62.8 
( 4 


) 


Negotiated. 56.0 32 64.9 63.9 


For definitions and coverage, see Notes on Coverage 


2 Military Petroleum Supply Agency; prior to Jan. 1, 1957, Armed Services Petroleum Purchasing Agency, 
8 Data for these institutions were combined with data for business firms prior to July 1956 


TABLE 4.—Military prime contracts with business firms for work in the United 
States:* Value of new procurement, cancellations, and net value, by depart- 
ment, July 1956—March 1957 


[Amounts in thousands] 


Procurement action category Total Army Navy Air force MPSA? 


New procurement (debit actions): Total __|$16, 267, 35 $3, 083,771 | $4,847,674 | $7, 558,078 $777, 829 
Small business firms--- 2,5 1, 206, 756 648, 714 4189, 606 166, 804 
Large business firms-- 3, 755, 1,877,015 4,198, 960 7, 068, 472 611, 025 


Small-business percentage - - - -- f 39. 1 q 6.5 


Cancellations (credit actions): Total 38: $334, 439 $775 $557 


Small business firms 23, 619 14, 283 10, 
Large business firms , 6 310, 820 761, 55 547, 


Net value: Total_- , 592, 2, 749, 332 7, 000, 


Small business firms , 462, 1, 183, 137 478, 166, 002 
Large business firms 2, 130, 1, 566, 195 : 6, 521 605, 680 


«li, 


Small-business percentage 16. § 13.0 5.6 91.5 


For definitions and coverage, see Notes on Coverage. 
2 Military Petroleum Supply Agency; prior to Jan. 1, 1957, Armed 
Agency 
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TABLE 5.—AIl military prime contracts:’ Net value of procurement actions, by 
category and by fiscal year, July 1950—June 1956 


{Amounts in millions] 


Fiscal year 


Procurement action category Total a ae 


| | 1951 | 1952 1953 1954 1955 1956 


NI nn otncidawiseentieabubdextade $157, 481 |$32, 649 |$43, 569 |$31, 812 |$13, 279 $16, 582 | $19, 590 


For work outside the United States cated 9, 427 762 | 1,319 3, } 1,411; 1111 1, 406 
Intragovernmental : 3, 799 1, 064 768 572 | 420 | 541 434 
Total with business firms for work in the | | 

United States ? 2 .--.| 144,255 | 30,823 | 41, 482 27, 822 | 11, 448 | 14, 930 7. 7 


| 


al, 


| eeiaie 
With small business firms 27,701 | 6,436 7, 065 4, 608 | 2, 902 3, 214 3, 476 


Actions of less than $10,000 (3) i ) (3) 832 815 59 813 
Actions of $10,000 or more (3) (3) (3) 3,776 | 2,087 | 2,455 | 2, €62 
With large business firms 116, 554 | 24, 337 23, 214 i 11, 716 14, 275 
Actions of less than $10,000____.___- (3) no) 3 428 480 385 408 
Actions of $10,000 or more (3) (3) 3 22, 786 8,056 | 11, 331 13, 867 
Small-business share: Percent | Perceni| Perceni| Perceni| Percent| Percent| Percent 
Percent of small-business potential : 2 =e See ites Bas 63.8 
Percent of total with business firms. -_- 19, 2 20. 9 17.0 16.6 25.3 21.5 19.6 





1 For definitions and coverage, see Notes on Coverage. 

2 Prior to fiscal year 1957, educational and nonprofit institutions were included in the total for business 
firms for work in the United States. 

3 Not available. 


NOTES ON COVERAGE TABLES NOS, 1-5 


Coverage.—This report includes prime contracts executed by the military departments 
and procurement agencies of the Department of Defense, to obtain military supplies, 
services, or construction, All new prime contracts are included, regardless of the amount; 
debit or credit changes in contracts are included only if they involve $10,000 or more. 
The reports submitted by the departments as of the dates specified in this report are 
intended to include all contracts and amending actions executed up to that date, insofar 
as practicable. In practice, there is some lag in contract reporting, and some contracts 
may be unavoidably omitted from the statistical reports for the month in which they 
were approved. 

Prime contracts are defined as contractual instruments which obligate funds to obtain 
supplies, services, or construction. (An amendment to a prime contract may deobligate 
funds.) New or superseding definitive contracts, purchase orders, and the funded portion 
of preliminary contractual instruments, such as letters of intent and letter contracts, are 
included in this report. Contracts which do not obligate a firm total dollar amount, or 
do not specify a fixed quantity, such as open-end, indefinite quantity, or term contracts, 
are not, included in this report; however, job orders, task orders, delivery orders or any 
other orders against such contracts are included. 

Procurement action as used in this report refers to an action which officially awards, 
amends, or otherwise officially changes a prime contract. A procurement action thus 
may be a new prime contract, or a debit or credit change in a contract, such as an amend- 
ment, supplemental agreement, change order, cancellation, or termination that changes 
the total amount of funds obligated. 

Intragovernmental purchases include (a) interdepartmental purchases, made from or 
through agencies of Government other than the Department of Defense, and (b) inter- 
service purchases, which are orders placed by one military technical service, bureau or 
command, against open-end or indefinite quantity contracts executed by other military 
technical services, bureaus or commands or by a joint purchasing agency. (Requisitions 
or other means of transferring supplies within or between military departments are not 
included in this report, because they do not increase or decrease the total obligations 
of the Department of Defense.) 

Debit and credit actions.—The term “new procurement” is used to refer to the sum of 
debit procurement actions, i. e., all new contracts plus contract changes that increase 
the amount of obligations by $10,000 or more. The term “cancellations” is used to refer 
to the sum of credit procurement actions, i. e., contract modifications, that decrease the 
amount of obligations by $10,000 or more. The term ‘net procurement” is used to refer 
to the net change in the amount of obligations resulting from the debit and credit pro- 
curement actions recorded during the period, as defined above. 

Location of work.—Current reports from all three military departments and the Mili- 
tary Petroleum Supply Ageney provide information as to contracts under which the 
work is to be performed within the United States and its Territories, and those under 
which the work will be done outside the United States. The location of work is the 
place where the item is to be manufactured, assembled or otherwise supplied by the prime 
contractor, the place where the service is to be performed, or the site where construction 
is to take place. 


94187—57 
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The data on location of work for periods prior to fiscal year 1954 are not precisely com- 
arable. For fiscal years 1951 and 1952, the available reports for the Department of 
Jefense as a whole provide information on contracts awarded by procurement offices 
located in the continental United States. Most but not all of those contracts are for 
work to be done in the United States, and separate data are not available on the volume 
of work to be done in Territories of the United States. Data for these years therefore 
are roughly but not exactly comparable to current reports which show contracts for work 
to be done within the United States and its Territories. 

Available reports for fiscal year 1953 include data on contracts awarded by procure- 
ment offices located in the United States, for work to be done within continental United 
States. These data for fiscal year 1953 therefore differ from those for fiscal year 1954 
and subsequent years in that data on awards for work to be done in the Territories are 
not included in the United States figures. 

Business firms.—Included in the data on awards to business firms are data on awards 
to companies, individuals and partnerships with which the military departments have 
contracts for work performance within the United States, including its Territories and 
possessions. Small business firms are concerns which are not dominant in their fields 
of operation and which, together with their affiliates, employ fewer than 500 persons, 
and those with 500 or more employees which have been certified by the Small Business 
Administration as small business firms. 

Educational and nonprofit institutions.—Data for these institutions have been segregated 
from the business-firm category and are shown separately for the first time in the tables 
for fiscal year 1957. In all records prior to July 1956, procurement actions with educa- 
tional and nonprofit institutions are included in the data for United States business firms. 

Ratio of small business to total——The ratio of small business to total prime contract 
awards is subject to wide fluctuation, and figures for any short period of time are not 
necessarily representative. The percentage depends mainly on the types of commodities 
being procured in that particular period. When procurement of soft goods and easy-to- 
make items is a large part of the total, the small-business percentage will be high. When 
aircraft, tanks, trucks, or other heavy items are purchased in large volume, the small- 
business percentage will be relatively low. 

Military Petroleum Supply Agency.—MPSA is used as the abbreviation for this Agency, 
which succeeded in the Armed Services Petroleum Purchasing Agency on January 1, 1957. 
MPSA awards the contracts for virtually all the petroleum used by the military depart- 
ments; and the military departments obtain deliveries through specific orders placed 
against MPSA’s indefinite quantity contracts. 

Since July 1, 1955 (fiscal year 1956), this Agency has reported all petroleum procure- 
ment, including the Departments’ petroleum-purchase orders against MPSA contracts. 
The MPSA reports include petroleum storage and transportation services for which MPSA 
awards contracts. 

Comparison with fiscal reports.—There are certain differences between the coverage of 
this report on the value of military prime contract awards, and that of the fiscal reports 
of the Department of Defense which include certain data on obligations of funds for 
procurement and construction. One difference is that the reports on contract awards 
do not include funds obligated by project orders issued to military-owned, and military- 
operated establishments, such as Navy yards, unless and until the funds of this type 
are used to finance contracts with private business firms or with other Government agencies. 
Another significant difference is that this report includes contracts for services, whereas 
the fiscal data on obligations for procurement and construction do not include obligations 
for service contracts. 





APPENDIX V? 
Number 4100.9 
November 14, 1955 


DEPARTMENT OF DEFENSE INSTRUCTION 


Subject : Cooperation with the Small Business Administration. 
References : 
(a) Instruction 4100.9, Relations with the Small Business Administration, 


March 10, 1954. 
(b) Directive 4100.10, Revised Department of Defense Small Business 
Policy, December 16, 1954. 


I, PURPOSE 


The purpose of this Instruction is to establish a fully integrated and coopera- 
tive program of joint activities, between the Small Business Administration 
and the Department of Defense, directed toward the discharge of their common 
responsibility that a fair proportion of the total purchases and contracts for 
supplies and services for the Department of Defense shall be placed with small 
business concerns. 

II. CANCELLATION 

Reference (a) is cancelled. 


Ill. GENERAL POLICY 


It is the general policy of the Department of Defense to consult and cooperate 
with the Small Business Administration in assisting small business concerns 





1 See p. 5. 
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to participate in defense procurement. All policies and programs toward this 
end suggested by the Small Business Administration will be given due consider- 
ation. In general, the following principles will be used in the evaluation of 
such suggestions; the suggestions will (a) result in a benefit to small business 
as a whole and will not merely benefit one small firm at the expense of another 
small firm; (b) produce benefits for small business which are worth while when 
compared to the costs in money and effort; (c) recognize that the primary con- 
sideration and procurement responsibility of the Department of Defense is 
securing contract performance or deliveries at the time, in the quantity and of 
the quality required by the defense program; and (d) will, if possible, result 
in benefits to the Department of Defense such as additional sources of supply 
or more efficient or better dispersed sources, or such as savings on costs of pro- 
curements, a more harmonious relationship between the Department and its 
sources, more efficient procedures or other operational advantages. As a mat- 
ter of general procedure, proposals generated by the Small Business Adminis- 
tration which are adopted will be implemented in the same manner as Depart- 
ment of Defense staff proposals. 





IV. SPECIFIC POLICIES 





AND PROCEDURES 


A. Items for which relatively few or no known small business sources exist 


The Small Business Administration shall be afforded a cooperative oppor- 
tunity to discover and secure the listing of small business sources for such items, 
as provided in detail in Section V C of Department of Defense Directive 4100.10. 
B. Screening of Procurements 

Representatives of the Small Business Administration, when properly author- 
ized and cleared for security, shall be afforded on request an opportunity to 
review proposed procurements of $10,000 and over at the procuring offices of 
the military departments and to make recommendations concerning them includ- 
ing proposals that they be exclusively or partially set aside for small business 
concerns. A similar opportunity to review proposed procurements under $10,000 
may be extended by the military departments where desired. Appropriate desk 
space and telephone facilities shall be provided such Small Business Administra- 
tion representatives when assigned to a procuring activity on a full or part-time 
basis. 

C. Joint SBA-—DOD Set-aside for Small Business Program 


The purpose of the program of set-asides for Small Business established in 
Sections IV—D and E below is to increase the participation of small business in 
defense production to the maximum extent possible by the set-aside device con- 
sistent with the primary procurement responsibility of the Department of Defense 
as stated in Section III, General Policy. The program is a joint program 
developed by the Small Business Administration and the Department of Defense 
and directed toward the discharge of responsibilities imposed by law. In alk 
reports or press releases of set-asides for small business or other references to 
this program, it shall be referred to as a joint SBA-—DOD program. In such 
reporting no distinction shall be made between set-asides based on proposals 
of Small Business Administration personnel as provided in “B” above and those 
made independently of such proposals. 


D. 


1. Total Small Business Set-asides. The entire amount of a procurement shall 
be set aside for the exclusive participation of small business concerns when such 
action is determined by a representative of the Small Business Administration 
and the contracting procurement agency, or, in the event of the nonavailability 
of a Small Business Administration representative it is determined by the con- 
tracting procurement agency to be 

(a) in the interest of maintaining or mobilizing the nation’s full pro- 
ductive capacity, or 
(b) in the interest of war or national defense programs. 

2. Partial Small Business Set-asides. When the entire amount of procurement 
cannot be set aside for small business under section 1 above, a portion of the 
procurement shall be set aside for the exclusive participation of small business 
when 

(a) such action is determined jointly by a representative of the Small Business 
Administration and the contracting procurement agency or, in the event of the 
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non-availability of a Small Business Administration representative, it is deter- 
mined by the contracting procurement agency to be 
(1) in the interest of maintaining or mobilizing the nation’s full pro- 
ductive capacity, or 
(2) in the interest of war or national defense programs, and 

(b) the quantities can be divided into two or more economical production 
runs, and 

(c) two or more small business sources are known or believed to have the 
technical competence and the productive capacity to supply the portion of the 
procurement being set aside. 

To the extent possibie, consistent with the provisions of this section, the portion 
set aside for small business shall be such as to make maximum use of small 
business capacity. 

8. In cases where the set-aside for small business of either the total amount 
or a portion of a procurement is appropriate and the set-aside could be based on 
either a determination in which a Small Business Administration representative 
participated or on the separate decision of the contracting procurement agency, 
preference shall uniformly be given to the joint action with the Small Business 
Administration representative; but inability to take the action on this basis, as, 
for example, in the absence of any Small Business Administration representative, 
shall not operate to obstruct the making of a set-aside by unilateral action in 
cases that are otherwise appropriate. 

4. If, in the light of the facts and circumstances existing at the time of the 
placement of the contract the contracting officer considers that a contract cannot 
be made with a small business concern without detriment to the Government's 
interest (e. g., because of undeasonable price), the contracting officer may initiate 
withdrawal of the set-aside. If the set-aside resulted from a joint decision of an 
SBA representative and the procuring agency and if the SBA representative 
does not agree to the withdrawal, the matter shall be referred to the chief of the 
contracting office or his designee, whose decision shall be final, unless the chief or 
his desijuee uecidcs to reter the matter to higher authority, in which event tie 
decision of higher authority shall be final. A signed memorandum record of the 
withdrawal of any set-aside shall be mode and retained in the procurement 
file. 


E. Methods of Procurement in Small Business Set-asides 
1. Total Small Business Set-asides. 

(a) When a total small business set-aside has been made as a result of 
a determination by a representative of the Small Business Administration 
and the contracting procurement agency, as provided in section 1V—D-1-(a) 
above, the procurement may be entered into by means of negotiation or by 
a method to be known as “Small Business Restricted Advertising.” Small 
business restricted advertising, including awards thereunder, will be con- 
ducted in the same way as prescribed for formal advertising under Section II, 
Armed Services Procurement Regulation, except that bids and awards will 
be restricted to small business concerns and tue contract shall be awarded 
pursuant to the authority of Section 214 of the Small Business Act of 1958, 
as amended. 

(b) All other total small business set-asides shall be entered into by 
means of negotiation and the contract shall be negotiated pursuant to the 
authority of Section 2 (c) (1) of the Armed Services Procurement Act of 
1947. 

(c) Each invitation for bid or request for proposal which is issued in 
connection with a proposed procurement which has been set aside for small 
business will contain substantially the following notice: 


NOTICE TO PROSPECTIVE BIDDERS OR OFFERORS 


This procurement will be awarded to one or more small-business 
concerns. This action is the result of a determination by the Contract- 
ing Officer, alone, or in conjunction with a duly authorized representa- 
tive of the Small Business Administration, that it is in the interest of 
maintaining or mobilizing the nation’s full productive capacity, or in 
the interest of war or national defense programs. Therefore, bids or 
proposals under this procurement are restricted to small-business con- 
cerns and awards will be made to a small-business concern or concerns. 
(The Department of Defense defines a small business as any concern 
which, including affiliates, employs in the aggregate fewer than 500 
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r- employees.) The right is reserved to reject any bid or proposal when 
it is in the interest of the Government to do so. Bids or proposals 
O- received from firms not classified as small business will be considered 


as nonresponsive. 


2. Partial Small Business Set-asides. All partial set-asides for small business 

mn shall be procured in the manner provided in this section. 
(a) Invitations for Bids and Requests for Proposals for the unreserved 
he portion shall be for not less than an economical production run, as shall also 


he the portion set aside. After award of the unreserved portion, procurement 
of the portion set aside shall be effected by negotiation pursuant to para- 
on graph (c) below. 
all (b) Whenever it has been determined to make a partial set-aside, the 
Invitations for Bids or Requests for Proposals covering procurement of the 
unreserved portion shall state that: 
(1) An additional quantity of a stated amount has been set aside for 
negotiation with small-business concerns exclusively. 
(2) The right to participate in subsequent negotiation for the quantity 





Ss thus set aside shall be conditioned upon the submission of a bid upon 
is, the items in this procurement at a unit price within 120% of the highest 
ve, award made. 
in (c) Negotiation for the procurement of quantities set aside shall be 
conducted only with such responsible bidders or offerors as have previously 
he submitted bids or proposals on the unreserved quantities and whose bids 
10ot or initial proposals offered a unit price no greater than 120% of the highest 
t’s award made. Such negotiation shall proceed in the following order : 
ite (1) Among small business concerns beginning with the bidder or 
an offeror which submitted the lowest responsive bid or proposal in connec- 
ive tion with the unreserved procurement. 
the (2) In conducting negotiation for the quantities set aside, it is per- 
or missible to reveal the unit price of the lowest award on the unreserved 
Fhe portion; however, cost or other pricing data pertaining to such award 
the may not be divulged. 
ent (3) If the procurement of the entire set-aside quantity cannot be 
effected by the method set forth in (1) above, the unplaced portion of 
the set-aside may be procured in the most appropriate manner. 
(d) When the procurement of the unreserved quantity has resulted in one 
contract only, or in multiple awards all at the same price, awards for quanti- 
of ties set aside shall be based on a unit price not in excess of the unit price 
ion of the unreserved quantities. 
(a) (e) When the procurement of the unreserved quantities has resulted in 
by multiple awards at different unit prices, awards for quantities set aside 
iall shall be at a price determined by the contracting officer to be fair and 
Ol reasonable, but in no event higher than the highest price awarded in connec- 
ji. tion with the unreserved quantities. In the absence of changes in market 
vill prices and other factors requiring consideration, the Contracting Officer shall 
ded consider the weighted average unit price of all awards made in connection 
JD3, with the unreserved quantities as being a fair and reasonable price. The 
weighted average unit price shall be ascertained by adding the total dollar 
by amounts of all awards of the unreserved quantities and dividing the grand 
the total by the total number of units included in all such awards. 
L of F. Reporting of Set-asides for Small Business 
| in 1. Public statements of the results of this joint program will be coordinated 
nall between the Small Business Administration and the Department of Defense 
prior to release and, unless specifically decided otherwise in individual eases, 
will be released as joint announcements. 
2. Each military department shall submit statistical reports of awards to 
small business of procurements totally and partially set aside for exclusive 
ness small business participation, in accordance with specific instructions in Depart- 
act- ment of Defense Instruction 4105.1, August 11, 1955, as amended. 
a G. Classified Procurements 
r in The provisions of sections B, C and D above shall govern classified procure- 
s or ments as well as unclassified, provided they are otherwise applicable. 
con- H. Publicity 
rns. 
-ern Set-asides of unclassified proposed procurements for small business shall be 


500 Synopsized in the Department of Commerce Bulletin, “Synopsis of U. 8S. Govern- 
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ment Proposed Procurement and Contract Awards,” provided, however, this 
requirement shall not operate to preclude the making of a set-aside. 


I. Procurement Information 


Procurement information required by the Small Business Administration for 
the purposes of its referral program (primarily on procurements where there are 
insufficient small business sources) shall be made available to the Small Business 
Administration on request. 


J. Formulation of Policy 


In the formulation or revision of procurement policy primarily affecting 
small business, either by the Department of Defense or the Small Business 
Administration, proposed policies or revisions will be fully studied and analyzed 
at meetings of representatives of the Department of Defense and the Small 
Business Administration. Responsibility for agreement in all matters in this 
field shall rest with the Administrator, Small Business Administration, and the 
Assistant Secretary of Defense (Supply and Logistics). 


K. Certificates of Competency 


1. The Small Business Administration has the authority to certify the com- 
petence of any small business concern as to capacity and credit. Prior to making 
certifications, the Small Business Administration will obtain and consider such 
technical and financial information concerning any firm as my be available from 
the purchasing activity. Certifications as to competency reflect the judgment of 
the Small Business Administration that the firm is capable of performing and 
that the Government will not be taking an unreasonable risk of an unsatisfied 
judgment in the event of default, although it is not implied that all possible 
future claims by the Government will be fully satisfied. Contracting officers 
will accept certificates of competency from the Small Business Administration 
as conclusive without requiring the meeting of any other requirement with re- 
spect to capacity or credit. However, in case of grave doubt on the part of the 
contracting officer as to the firm’s ability to perform, he shall refer the case, 
with all pertinent available information and an indication as to degree or 
urgency, to higher echelons for review prior to award. 

2. In the event that a small business concern, in spite of having submitted an 
otherwise acceptable bid which would normally place it in a position to receive 
an award, has been found deficient in capacity or in credit and for this reason 
a contemplated award to such a small business concern is being or may be with- 
held, the Small Business Administration shall be advised by the contracting 
procurement agency of the circumstances and, except in cases where the con- 
tracting officer certifies that such time interval will seriously affect the re- 
quired expeditious award of the contract, a period of ten (10) working days 
shall be allowed in which the Small Business Administration may exercise its 
authority to issue a certificate of competency. 

(a) This procedure will not apply to proposed awards of less than 
$1,000. 
(b) This procedure may be utilized by the procuring agency on proposed 
awards of $1,000 and over and less than $10,000 at its ception. 
(c) This procedure will be followed on proposed awards of $10,000 and 
over. 
Vv. IMPLEMENTATION 


This Instruction shall be implemented by the military departments after 
review of the proposed implementing documents by the Office of the Secretary of 
Defense. Implementation shall be complete within sixty (60) days of the date 
hereof plus such time as may be required for the review by the Office of the 
Secretary of Defense. 

VI. EFFECTIVE DATE 


The policies stated herein shall be effective on the effective date of imple- 
mentation. 
a. es eae, 
Assistant Secretary of Defense 
(Supply and Logistics). 


oan ee A. tt ob O6 is ee a 
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APPENDIx VI? 


HFFECT OF ADVERTISING, NEGOTIATION AND SYNOPSIS ON SMALL- 
BUSINESS PARTICIPATION IN DEFENSE PROCUREMENT, FISCAL 
YEAR 1956? 


On April 23, 1956, the Department of Defense issued a report entitled “Effect 
of Advertising, Negotiation and Synopsis on Small Business Participation 
in Defense Procurement,” based on statistics for the 4-month period from July 
1, through October 31, 1955. The report pointed out that the collection of sta- 
tistics necessary to make such an analysis began on July 1, 1955, and emphasized 
that the 4-month period for which the data were then available could not 
necessarily be considered as typical. In presenting the report to interested 
committees of Congress, the Assistant Secretary of Defense (Supply and Logis- 
tics) indicated that it was intended to supplement the 4-month study with a 
later analysis covering an entire year. 

The present report accordingly extends the 4-month study to cover the 12 
months of fiscal year 1956. 

The report is intended to answer the question: ‘Does the use of negotiation 
as a method of procurement tend to decrease the share of military prime con- 
tracts going to small business concerns?” 

The military departments have been criticized for alleged excessive use of 
negotiation rather than formal advertising for bids as a method of procure- 
ment. The criticisms have been based on the belief that the use of negotiation 
tends to eliminate competition and thereby restrict the participation of small 
business. 

However, negotiation definitely does not eliminate competition in military 
procurement, and in many cases negotiation results in more extensive competi- 
tion than does formal advertising for bids. The Armed Services Procurement 
Regulation requires that, irrespective of whether the procurement is to be made 
by formal advertising or by negotiation, all contracting officers must solicit 
competitive proposals from all qualified sources that are deemed necessary to 
assure full and free competition, consistent with the types of supplies or 
services being procured, and thereby obtain the most advantageous contracts for 
the Government, price, quality, and other factors considered. 

The study of awards made in the July—October 1955 period showed that in 
the procurement of items which are within the small-business potential, nego- 
tiation was not detrimental to small business. The report concluded that “on 
the average small business wins as large a share of the potential procured by 
negotiation (55.9 percent) as it does of the potential procured by advertising” 
(53.9 percent), and “in the area of supplies and services, as distinguished from 
construction, it wins a larger share” (53.1 percent compared to 38.1 percent). 

The present study, covering the 12 months of fiscal year 1956, supports the 
same general conclusions. The percentages of the potential awarded to small 
business were higher for the 12-month period than for the 4-month period. The 
percentage of the advertised potential awarded to small business increased 
more than the percentage of the negotiated potential awarded, rising from 2 
points less for the 4-month study to 4.3 points more for the 12-month study. 
Small business won 58.4 percent of the negotiated potential awarded by the 
3 military departments in the 12-month period compared with 62.7 percent of 
the advertised potential. Excluding construction figures, the comparison for 
supplies and services for the 12-month period was 68.5 percent of negotiated 
potential awarded to small business compared to 64.2 percent of advertised 
potential awarded to small business. 

In view of the wide variations in the use of negotiation and in awards to small 
business by the several procuring agencies which make up these averages, it is 
clear that the method of procurement as such does not involve a significant 
advantage or disadvantage for small business. 


1See p. 7. 
2 Source: Office of the Assistant Secretary of Defense (Supply and Logistics), April 15, 
1957. 
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In 12 of the procuring activities which employed both methods, small business 
obtained a larger share of the negotiated potential than of the advertised: 


Percent of 


Negotiated | Advertised | Difference 
potential potential 


Navy Bureau of Yards and Docks 
Navy Bureau of Ordnance 
Continental Armies 

Military Sea Transportation Service 
Army Ordnance 

Navy Bureau of Supplies and Accounts 
Army Quartermaster 

. Navy Bureau of Ships 

. Marine Corps 

. Army Medical 

. Army Chemical 

2. Army Signal 


OPN owe 


For the 3 bureaus which awarded no contracts by advertising, the small- 
business share of the negotiated potential was over 80 percent: 


Percent of 


Advertised 
potential 


1. Navy Bureau of Persor 100. 0 
2. Office of Naval Research 87.1 
3. Navy Bureau of Aeronautics 82.4 


In 4 procurement organizations, and in all Air Force procuring commands other 
than Air Materiel Command, the small-business percentage was higher in the 
advertised than in the negotiated potential, although the latter was more than 
60 percent in 2 cases: 


Percent of 


Advertised Difference 
potenti il 


1. Army Transportation 2.3 —7.6 
2. Air Force, other than Air Materiel Command 5 —25.0 
3. Air Materiel Command 57.1 5. f —§,1 
4. Army Corps of Engineers - - 52.5 F —16,0 
5. Armed Services Petroleum Purchasing Agency . § 31. § —24.9 


ASPPA procurement is a special case, because while a large percentage of all 
ASPPA purchases are offered to small business, small firms lose more than three- 
fourths of this potential because they fail to submit the low bid. 

From these varying patterns of procurement in the several organizational 
elements of the Department of Defense, it is clear that the neogotiation method 
is not detrimental to small business, and that variations in the small-business 
share, as between organizations or as between methods of procurement, must of 
necessity be due to other factors. These factors will be examined in the analysis 
which follows: 

This analysis is based on new procurement (debit) actions of $10,000 or more 
under advertised and negotiated prime contracts awarded during fiscal year 
1956 to business firms for work in the United States. Credit procurement actions 
(i. e., cancellations, cutbacks, downward price adjustments, etc.) were excluded 
from the study, to avoid distortion of the analysis of method of contract 
placement. 
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Table 1 recapitulates military procurement in three broad categories : 

I. Procurements under $10,000 each, for which data are available in summary 
form only; 

II. Procurements over $10,000 each for which invitations for bids or requests 
for proposals were sent to small business concerns (that part of the small-busi- 
ness potential composed of procurements over $10,000) ; and 

III. Procurements over $10,000 each not offered to small business concerns, 
either because small business concerns cannot physically, technically, or legally 
supply the requirements, or because other considerations of a military nature 
require placement with specific large concerns. 


TABLE 1.—Relative size of small-business potential (I and IT) (new procure- 
ment actions), fiscal year 1956 


| 
1/1. All actions of | I]. Potential, | III. Nonpotential, Total 
| less than $10,000 $10,000 or more $10,000 or more 


Amount | Percent Amount Percent Amount Percent | Amount | Percent 
| of total | | of total of total | 


a —_|—___—_-—— 


| Thousands | Thousands | ewe | Thousands 
es . $628, 110 | 2 | $1, 938, 853 43 861, 67. 8 | 42.0 | $4, 428, 641 100.0 
Navy | 282, 775 | Bia | 018, 873 | 18.: 4 39, 057 76.6 5, 535, 705 100.0 
Air Force 302, 457 ‘ 70, 937 7 8, 990, 249 | 89.3 | 10,063, 641 100.0 
ASPPA ! . 788, { 544 90 


74, 971 8.6 | 870, 723 100.0 


1 hs any S01 - ee 


i , 220, 55 5.8 | 4,512, 205 21.6 


| 
| 


"165, 955} 72.6 | 20, 898, 710 100.0 


1 Armed Services Petroleum Purchasing Agency. 


These figures show that about 27.4 percent of all Department of Defense debit 
procurement actions for work performance in the United States was in the first 
2 categories, the ones in which small business participates. 

The extent of small-business participation in the three categories of procure- 
ment during the fiscal year was as follows: 


TaBLE 2.—Small-business share of procurement (new procurement actions), 
fiscal year 1956 


I. All actions of less than II. Potential, $10,000 or III. Nonpotential, $10,000 
$10,000 more or more 


To small To small To small 
business business business 


Total Total 
Per- Per- | Per- 
Amount cent Amount cent Amount} cent 
of total of total lof total 


Thous. Thous. Thous. Thous. + Thous. 
Army $628,110 | $431, 272 18. 7 $1, 938,853 |$1, 294, 472 6 $1, 861, 678 
Navy... 282, 775 174, 662 ) 1,013, 873 780, 739 4, 239, 057 
Air Force 302, 457 202, 763 ) 770, 935 494, 708 7 8, 990, 249 
ASPPA! 7, 208 3, 947 5 788, 544 173, 306 2 74, 971 


Total. .--| 1,220, 550 $12, 644 , 4,512,205 | 2, 743, 315 60.8 | 15, 165, 955 


1 Armed Services Petroleum Purchasing Agency. 


The military departments make very extensive use of negotiation in categories 
Iand Ill. The frequent use of negotiation for procurements under $10,000 is 
largely due to the very large number of actions under $1,000. In these actions 
simplified purchase procedures are employed. The use of the procedures is 
considered to be very much in the interests of small business, and the large share 
of these purchases going to small business assures that the method of making them 
is not prejudicial to small business. 
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Army and Navy reports for fiscal year 1956 show the following distribution 
of all procurement actions by size: 


TABLE 3.—Number and value of Army and Navy procurement actions, by size 
of action (new procurement actions), fiscal year 1956 


Army (business firms in United States) Navy (total procurement actions) 


Per Per- Per- | | Per- 
Number —§ cent of Value cent of | Number | cent of Value cent of 
total total total total 


Thousands Thousands 
Up to $999 757 90. 1 $190, 470 4. ¢ 918, 906 2 $109, 371 
$1,000 to $4,999 760 ¢ 231, 772 6. 62, 097 6. 1 128, 375 
$5,000 to $9,999 29, 074 ; 205, 869 4 13, 327 l.é 84, 532 
$10,000 or more 34, ; 3, 800, 531 85 24, 334 2 5, 591, 606 


Total... 508 4, 428, (42 100, 1, 018, 664 100 5, 913, 884 


The procurements of less than $10,000, which are numerous and small, account 
for the large number of actions and for the large percent of all actions by number 
placed by negotiation. 

There is little or no criticism of the military departments for their use of nego- 
tiation in this category. In fact, on the contrary, it is recognized that small 
firms are the chief beneficiaries of these simplified procurement procedures. 

For these reasons and because it is clear that small business is receiving an 
equitable competitive opportunity in this category and a very large share of 
the awards, it will be assumed, for the purposes of this paper, that no question 
exists as to the desirability of methods of procurement being used in this category 
from a small business standpoint, and the remainder of the discussion will be 
devoted to the other categories. 

The military departments also make very heavy use of negotiation in category 
III. The extent of this use is shown below: 


TABLE 4.—Method of procuring nonpotential awarded to large business (new 
procurement actions of $10,000 or more), fiscal year 1956 


Nonpotential 


Advertised 
Negotiated: 
percent of 
Amount Percent of total 
total 


Thousands Thousands 
Army-.- ‘ : $1, 861, 678 $60, 404 
Navy... aa 4, 239, O57 45, 547 
Air Force... 8, 990, 249 4, 932 
Armed Services Petroleum Purchasing Agency 74, 971 0 


WOO. ciaceds ‘ “ ; one 15, 165, 955 110, 883 


As the above figures show, the military departments buy the things that cannot 
be obtained from small-business concerns almost exclusively by negotiation. 
The reason for doing so, of course, is that the kinds of things that small business 
cannot supply are usually available from relatively few sources and are most 
economically procured by negotiation. It would, of course, be impractical to 
attempt to procure large and complex items (e. g., airplanes) by advertising. 

From the small-business standpoint we are interested in this category to the 
extent that it is possible that through inadvertence or carelessness procurements 
which in fact could have been obtained from small business are reported as not 
in the small-business potential. To protect the interests of small business in this 
respect we must place major reliance on the vigilance of the small-business 
specialists and the Small Business Administration representatives who screen 
procurements to determine whether small-business concerns can in fact supply 
them. 
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To the extent that these procurements are correctly classed as “nonpotential” 
it is clear that the use of negotiation in connection with making them does not 
and cannot hurt small business since small business could not possibly have par- 
ticipated in the procurement regardless of the procedures followed in conducting 
the procurement. In this study, therefore, the nonpotential will be excluded fin 
further evaluation of the impact on small business of procurement by negotiation. 

Directing our attention then to the remaining category—that of procure 
ment items in the small-business potential over $10,000 in value—this is the area 
of greatest opportunity for assistance to small business. It is the area in which 
the greatest dollar value of procurements which small firms can supply is to be 
found and in which procurements are large enough and not too numerous so 
that small-business policy can be effectively applied with the maximum benefitw 
to small business for a given amount of administrative consideration. 

It is this area which we should review in detail to determine what methods of 
procurement were used and what effect they had on small-business participation, 
With respect to this area of inqury, then, what use was made of advertising as @ 
method of procurement? 


TaBle 5.—Use of advertising in placing small-business potential (new procure- 
ment actions of $10,000 or more), fiscal year 1956 


— 


Potential 


Amount Percent of 
total 


| Advertised ! 
| 


| 
Thousands Thousands 
Army $1, 938, 853 $1, 183, 677 | 
Navy 1, 013, 873 607, 472 
Air Force 770, 935 218, 519 
Armed Services Petroleum Purchasing Agency ; 788, 544 477, 066 


Total. , 512, 205 2, 486, 725 


1The difference between the small-business potential and the potential procured by advertising was 
procured by negotiation, 


The figures show that for items in the potential extensive use is made of 
advertising by the Army, Navy, and ASPPA. This frequency of use in the area 
of interest to small business is a very different situation from that conveyed by 
the overall figures which are frequently cited in this connection. 

What we are most concerned to know, however, is not how consistently adver- 
tising or negotiating was used, but how helpful or harmful such use was to the 
participation of small business. In the following table the total small-business 
potential and the share awarded to small business is compared, both for the por- 
tion procured by advertising and the portion procured by negotiation. 


Tas_e 6.—Small-business share of advertised and negotiated potential compared 
(new procurement actions of $10,000 or more), fiscal year 1956 


Advertised potential Negotiated potential 


ee aemeatapeneetnmnretnanet Seth TS 


| 
| 
Awarded to small | | Awarded to small 
business business 
Total tee . Total 


cml 


Amount | Percent | Amount | Percent 
f total | | of total 


| 
Thousands | Thousands Thousands | Thousands 
Army... $1, 183, 677 $785, 773 66. $755, 176 $508, 699 67.3 
Navy...--.. _ ‘ | 607, 472 452, 039 74. 4 | 406, 401 328, 700 80.9 
Air Force ‘ | 218, 510 170, 806 78. ¢ 552, 425 | 323, 992 58. 6 
Armed Services Petroleum Purchas- 
ing Agency. ..---- ve . 477, 066 151, 766 31.8 311, 478 21, 540 6.9 


eee , 2, 486, 725 1, 560, 384 . 2,025,480 | 1, 182, 931 58. 4 
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The figures in the above table indicate: 

1. Small business was at least as successful in competing for Army and Navy 
items in the potential when offered by negotiation as when offered by advertising. 
In the case of Air Force, the ratio for negotiated procurement was substantially 
lower, but on the average small business succeeded in obtaining approximately 
the same proportion by either method. 

2. The ASPPA figures reflect a special situation. Three-fourths of all procure- 
ment is rated “potential,” and small busness is not as capable of competing on 
a price basis successfully for these items as for most procurements in the poten- 
tial, as will be shown below. 

8. Small business got 69.0 percent of the total potential procured by both 
methods, except for ASPPA contracts for petroleum products. 

The statistics for the military Bt irtments as a whole are heavily influenced 
in the instance of the Army and Navy by the procurement of the Army engineers 
and of the Bureau of Yards and Docks, which completed relatively large per- 
centages of the total procurements in the small-business potential. These agen- 
cies procure construction for the most part and hence a broad distinction between 
their procurement and that of the other technical services and bureaus which 
chiefly procure supplies and services is justifiable. 

When the data pertaining to the construction agencies is segregated from that 
of the other services and bureaus and results indicate that small business ob- 
tained a larger share of the supplies and services procured by negotiation. In 
the area of construction, small business obtained a larger share of the negoti- 
ated procurement of Navy Bureau of Yards and Docks, and a smaller share of 
the negotiated procurement of Army engineers. 


TABLE 7.—Small-business share of advertised and negotiated potential compared 
(construction agencies) (new procurement actions of $10,,000 or more), fiscal 
year 1956 


| 
Advertised potential | Negotiated potential 


| } 
| Awarded to small | Awarded to small 
business | business 


Amount Percent| | Amount | Percent 
of total | | of total 


| . ; 
| Thousands | Thou sands | | Thousands Thousands 
Army engineers bi $807,714 | $553, 497 5 | $171,938 | $90, 181 | 
| 


52.5 
47, 418 47, 418 | 100.0 


268, 617 1 | 
232, 276 | 1.8 583, 238 418, 518 | 71.8 


Navy Bureau of Y ards and Docks ny 288, 402 
Army, excluding engineers __- | 375, 963 
Navy, excluding Bureau of Yards and 
OS * RAL A Ret. 183,422} 5 S| 56, 988 | 281, 282 | 78.4 
| 


Approximately 11 percent of what large business got in this period was in the 
fmall-business potential and was offered to small business, but small business 
failed to get the award. All cases in this category represented $1,768,890,000, 
or 39.2 percent of the potential. In cases representing 32.1 percent of the poten- 
tial, the failure was due to the small-business bid not being low. In cases repre- 
senting 5.1 percent, small business did not make a bid. For 1.9 percent, the 
small-business bid was not responsive or was rejected after a survey of its 
capacity. 
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TABLE 8.—Reasons for small-business failure to obtain potential procurement 
(total for Defense Department) (new procurement actions of $10,000 or more), 
fiscal year 1956 


Potential 


Total Advertised Negotiated 


Amount |Percent Amount (Perce Amount | Percent 


| 
Thousands | Thousands Thousands | 
Total ..-.| $4, 512, 205 | ; $2, 486, 725 $2,025,480 | 100.0 
Awarded to small business | 2, 743, 315 vd 1, 560, 384 7} 1,182,931 | 58. 4 
Not awarded to smal] business_- 1, 768, 890 2) 926, 341 37.3 | 842, 549 | 41.6 
No small business bid__---- 233, 492 | 5. 98, 217 135, 275 | 
Small-business bid not low... , 450, 271 32.1 | 808, 188 $2.5 | 642, 533 
Small-business bid not responsive ; 56, 553 | .e 14, 537 .6 42, 016 


Small-business bid rejected after 
5, 399 | 5a 22, 725 


The following table compares the record of small business in winning or los.ng 
procurements offered by the Army by the two methods during the fiscal year. 


Tas_e 9.—Portions of Army small-business potential won and lost, by method of 
procurement (new procurement actions of $10,000 or more), fiscal year 1956 


Army potential 


Total | Advertised Negotuated 


Amount Per- Amount |Percent} Amount |Percent 
cent of total | | of total 


Thousands | Thousands | Thousands 
$1, 938,853 | 100.0 | $1, 183, 677 100. 0 $755, 176 | 


Ss 


Ws ennestedtetei essen 


Awarded to small business . 1, 294, 472 66.8 785, 773 66.4 508, 699 | 
Not awarded to small business_. ; 644, 381 33.2 397, 904 33. 6 246, 477 


“Iw ! 


No small-business bid 100, 589 | 8. 54, 069 | 46, 520 
Small-business bid not low_..- -- 520, 142 26 336, 365 28 183, 777 
Small-business bid not responsive 9, 367 | 5 2, 848 ot 6, 519 
Small-business bid rejected | 


LS] 


ow 


oe 


, 283 4, 622 9, 661 


- 


This table shows that small business lost a larger volume of Army-advertised: 
procurement to big-business competition, and it lost about the same percentage 
as in the case of negotiated procurement. This is clear evidence that what small 
business fails to get, though it is in the potential, is not to be ascribed to 
negotiation. 

The comparable table for the Navy is: 
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TABLE 10.—Portions of Navy small-business potential won and lost, by method 
of procurement (new procurement actions of $10,000 or more), fiscal year 1956 


Awarded to small business_- 


Not awarded to small business_-__-- 


No small business aid_- 


Small-business bid not low 
Small-business bid not responsive -- 


pak cnt ae, 


Amount 


| Thousands 
| $1, 013, 873 


780, 7 


59 
oe, 


168, 


ll, 


Small-business bid rejected after sur- 


Navy potential 


Advertised 


Per- | Per- 
cent | Amount | cent of 
to‘al 


| Thousands 

0} $607,472 
7.0 | 452, 039 | 
23.0 | 155, 433 | 


112, 845 | 


5.1 | 33, 415 | 
2 9, 041 


132 | 





1 Less than 0.05 percent. 


100. 0 


Negotiated 
Per- 
cent of 
total 


|} Amount 


| Thousands | 
$406, 401 100.0 
328, 700 | 80. 
77, 701 19. 
18, 863 | 4 

56, 023 13. 

2, 748 | 

1 
67; () 

| 


limo 


NIwm 


This table on Navy procurement shows that small business lost a somewhat 
greater volume and percentage of advertised procurement to big business. 

The corresponding Air Force table shows that negotiation dominated both in 
contracts won and in contracts lost by small business, and that the percentage 
of negotiated procurement lost was substantially greater than for advertised. 


Failure to bid, and failure to submit the low bid were the main reasons, 


Seventy- 


eight percent of the advertised potential and about 59 percent of the negotiated 
potential was won by small business. 


TABLE 11.—Portions of Air Force small-business potential won and lost, by 
method of procurement (new procurement actions of $10,000 or more), fiscal 


year 1956 





Awarded to small business 
Not awarded to small business 


No small business bid 
Small-business bid not low 


Small-business bid not responsive 


Amount 


Thousands 
$770, 935 


276, 137 | 


797 
372 


35, 326 


| 494, 798 
i 


73, 
153, 


Small-business bid rejected after sur- 


13, 642 


Air Force potential 


Advertised 


Percent 
of total 


Percent! Amount 


Thousands 
$218,510 | 100.0 

170, 806 

47, 704 | 

10, 733 

33, 678 


2,648 | 


645 | 


Negotiated 

enum 
| Percent 
| of total 


Amount 


| Thousands | 
$552, 425 
323, 992 
228, 433 
63, 064 
119, 694 


32, 678 


12, 997 


The ASPPA table shows that in practically all of the potential procurement 
lost by small business, whether advertised or negotiated, the reason was that 


small firms were not able to meet prices offered by large firms; 


the greater 


volume of the loss was in the advertised category, and the greater percentage in 


the negotiated. 
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TABLE 12.—Portions of ASPPA small-business potential won and lost, by method 
of procurement (new procurement actions of $10,000 or more), fiscal year 
1956 


Armed Services Petroleum Purchasing Agency potential 


Total Advertised Negotiated 
| Per- Per- | Per- 
Amount cent Amount | centof| Amount | cent of 
total total 
| Thousands | Thousands | Thousands 
Total , : | $788, 544 100.0 | $477, 066 100. 0 $311, 478 100. 0 
Awarded to small business 173, 306 | 22.0 | 151,766 | 31.8 21, 540 6.9 
Not awarded to small business | 615, 238 78.0 | 325, 300 68. 2 289, 938 93. 1 
No small-business bid ‘ 6, 828 | .9 | 0 | O11 6, 828 ¥ 2.2 
Small-business bid not low | 608,339 | 77.1 | 325, 300 68. 2 283, 039 90.9 
Small-business bid not responsive 71 | () | 0 0 71 (') 
Small-business bid rejected after sur- | | 
vey- j mencee 0 0 0 0 0 0 
| | | 


1 Less than 0.05 percent. 


Looking behind the Army averages to the data of the technical services and 
armies, we find extreme variations in the employment of advertising or negotia- 
tion as a means of placing procurements. As much as 83.7 percent was adver- 
tised by the Chemical Corps and as much as 78.7 percent was negotiated by the 
Signal Corps. The percent of small-business potential awarded to small busi- 
ness also varies over a wide range, from as much as 85.1 percent by Transporta- 
tion Corps to as little as 41.7 percent by the Chemical Corps. 


TABLE 13.—Percent of potential negotiated, and percent awarded to small busi- 
ness (Army technical services) (new procurement actions of $10,000 or more), 
fiscal year 1956 


Potential 


Awarded to small Negotiated 
business potential 
Total 


Amount | Percent 


Amount | Percent 





of total of total 
Thousands | Thousands Thousands 

Chemical $23, 339 $9, 738 41.7 #3, 800 16.3 

Engineers 979, 652 643, 678 65.7 171, 938 17.6 
Medical and Armed Services Medical Procure- 

ment Agency 32, 449 16, 550 50.8 13, 192 40.5 

Ordnance 186, 103 122, 524 65.8 106, 821 57.4 

Transportation 36, 564 85. 1 27, 358 63. 7 

Quartermaster 338, 093 72.2 317, 767 67.9 

Signal 64, 236 49.7 101, 580 78.7 

Armies 63, O89 81.5 12, 720 16.4 





The effect on small-business participation in defense business is more clearly 
visible in the following tabulations which compare for each technical service 
and bureau the percent of the advertised small-business potential that small busi- 
ness succeeded in getting with percent of the negotiated small-business potential 
awarded to small business by the same procurement agencies in the same time 
period. This comparison for the Army technical services is made in the follow- 
ing table. 
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TABLE 14.—Comparison of percent of advertised potential and negotiated po- 
tential awarded to small business by Army technical services (new procure- 
ment actions of $10,000 or more), fiscal year 1956 


Army Technical services 


Chemical 
Engineers 


Advertised potential 


Awarded to small 
business 


Pe 
ot tot 


Amount 


} 
Thousands | Thousands | 
$19, 539 | $7, 345 


37.6 
807, 714 | 553, 497 5 


oS 


Medical and Armed Services Medical | 


Procurement Agency 
Ordnance. 
Transportation 
Quartermaster 
Signal - 


Armies 


Although there is a great 
compared with negotiations 


portation Corps. 


19, 357 | 7, 815 
79, 282 | 39, 783 
15, 620 14, 040 | 
144, YRY 100, 408 
27 11, 400 | 


Zi, 
64, 656 51, 485 


4() 
50. : 
SY. ¢ 
66. § 
41 


79 


| 


recent 
il 


Negotiated potential 


Awarded to small 


Thousands 


$3, 


171, 


800 
938 


3, 192 
), 821 


busil 


Amount 


Thousands 
$2, 393 


90, 181 


Percent 
f total 


8, 735 | 


2, 741 


2, 524 | 


, O85 


, 836 | 


, 604 


| 


variation in the frequency of use of advertising as 
as a method of procurement among these technical 
services, small business secured a larger share of the potential under negotiation 
than it obtained under advertising in every case but two, Engineers and Trans- 


percent of the negotiated potential.) 
The following tabulation of the corresponding information for the Navy 


(In the latter case, the small-business percentage was 82. 


ot 


Bureaus shows that small business got a larger share of the negotiated potential 
than of the advertised potential in every case where the two methods were used. 


TaRLe 15.—Comparison of percent of advertised potential and negotiated poten- 


tial awarded to small business by 6 Navy bureaus (new procurement actions 
of $10,000 or more), fiscal year 1956 


Navy bureaus 


Bureau of Ordnance 

Military Sea Transportation Service 
Bureau of Yards and Docks 
Marine Corps 

Bureau of Ships 

Bureau of Supplies and Accounts 


Amount 


Thousands 
$17, 917 

, 099 

402 

4, 46: 

2. 067 


Negotiated potential 


Awarded to 
busines 


mall 


Amount Percent 


of total 


Thousands 
$39, 918 
48,105 
47,418 
2, R85 
64, 095 
82, 538 | 


Three Navy procuring activities secured their requirements entirely by nego- 


tiation. 


These activities were successful in placing 82.4, 87.1, 


and 100 percent of 


their small-business potential with small business by negotiated procurements. 
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TABLE 16.—Percent of negotiated potential awarded to small business by 3 Navy 
bureaus (new procurement actions of $10,000 or more), fiscal year 1956 


Advertised potential Negotiated potential 
Awarded to small | | Awarded to small 
| business | business 
Potal . . eek: Le Total —_ 
Amount | Percent| Amount | Percent 
| of total | | of total 
- . : - i | alee Se, iid os ener ae 
= | 
| Thousands | Thowsands Thousands | Thousands 
Office of Naval Research 0 Pi itkncknean $10, 277 $8, 950 87.1 
Bureau of Aeronautics 0 a 41, 262 33, 978 82.4 
Bureau of Personnel] 0 | a 813 813 100.0 
| | 


The Air Force which made relatively less use of advertising as a means of 
procuring items in the potential (28.83 percent compared with Army’s 61.1 per- 
cent and Navy’s 59.9 percent) placed a larger share of its advertised potential 
with small business. 


TABLE 17.—Percent of advertised potential and negotiated potential awarded to 
small business by Air Force commands (new procurement actions of $10,000 
or more), fiscal year 1956 


Advertised potential Negotiated potential 
Awarded to small | Awarded to small 
business business 
Total és Total ‘ ineeiGitaeaimaeiiial 
Amount | Percent | Amount | Percent 
| of total | of total 
| 
= Ne cee ee iatiasctliigaiy — ae nt ae eee ter ee renee ta 
Thousands | Thou sands Thousands | Thousands 
Air Materiel Command $104, 117 $67,879 | 65.2 $442,521 | $252,503 $7.1 
Other Air Force commands 114, 393 102, 927 90. 0 109, 904 71, 489 65. 0 





As shown by the data in table 8, small business iost about the same percentage 
of advertised procurement to large business price competition as in the case 
of negotiated procurement. In 7 of the 8 Army activities, the percentage of the 
advertised potential lost for this reason was higher. 


TABLE 18.—Comparison of persent of advertised potential and negotiated poten- 
tion lost to large business in price competition (Army technical services) (new 
procurement actions of $10,000 or more), fiscal year 1956 


! 





Advertised potential Negotiated potential 
. 
Lost to large | Lost to large 
Army technical services business in price | business in price 
| competition | | competition 
Total Total = ~ 
Percent Percent 
Amount of total | Amount | of total 
: Thousands | Thousands Thousands | Thousands 
Chemical $19, 539 $3, 760 19, 2 $3, 800 $479 12.6 
Engineers 807,714 | 240, 863 29.8 171, 938 79, 985 46. 5 
Medical and Armed Services Medical 
Procurement Agency 5,413 28. 0 13, 192 2, 916 22. 1 
Ordnance | 18, 117 22.8 106, 821 14, 617 13.7 
Transportation 1,490 9.5 27, 358 1,614 5.2 
Quartermaster 45, 436 30.3 317, 767 56, 442 17.8 
Signal 12, 963 47. 1 101, 580 27, 406 27.0 
Armik 8, 323 12.9 12, 720 518 41 


94187—57 26 
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For all 6 Navy organizations using both methods, losses to large business 
on price competition also were lower in negotiated procurement, and in the 3 
organizations using negotiation only, such losses were Jess than 10 percent. 


TABLE 19.—Comparison of percent of advertised potential and negotiated poten- 
tial lost to large business in price competition (Navy bureaus) (new pro- 
curement actions of $10,000 or more), fiscal year 1956 





Bureau of Personnel - - | 0 0 813 | 0 


Advertised potential Negotiated potential 
Lost to large Lost to large 
Navy bureaus | business in price business in price 
competition | competition 
Total i Total He a eS! 
| 
| Amount Percent } Amount | Percent 
| of total of total 
: Thousands | Thousands Thousands | Thousands | 
Bureau of Ordnance. -- $17, 917 $3, 979 | 22.2 $42,912 | $2, 435 | 5.7 
Military Sea Transportation Service- -| 17, 699 7,296 | 41.2 60, 152 | 12,017 20.0 
Bureau of Yards and Docks 288, 402 19, 785 | 6.9 47, 418 | 0 0 
Marine Corps.-_-.----- | 26, 924 11,295 | 42.0 4,056 | 1,050 | 25.9 
Bureau of Ships_--- 74, 463 | 22,576 | 30.3 89, 267 | 19, 542 21.9 
Bureau of Supplies and Accounts 182, 067 47,914 | 26.3 110, 244 | 18, 206 16.5 
Bureau of Aeronautics__- 0 0 41, 262 | 1, 853 4.5 
Office of Naval Research___- 0 0 10, 277 | 920 9.0 
0 


The percentage lost for this reason in procurement by Air Materiel Command 
was about the same for both methods; for other Air Force commands and for 
ASPPA the percentage lost in negotiated procurement was higher. 


TARLE 20.—Comparison of percent of advertised potential and negotiated poten- 
tial lost to large business in price competition (Air Force and Armed Services 
Petroleum Purchasing Agency) (new procurement actions of $10,000 or more), 
fiscal year 1956 


Advertised potential Netogiated potential 


| 
Lost to large | Lost to large 
business in price | business in price 
| 
| 
| 


| competition competition 
| Total ee Total = az 
Amount | Percent Amount | Percent 
| of total of total 
° Thousands | Thousands Thousands | Thousands 
Air Materiel Command $104, 117 $24, 436 23. 5 $442, 521 $102, 117 23. 1 
Other Air Force commands 114, 393 9, 242 8.1 109, 904 7, 577 16.0 
Armed Services Petroleum Purchas- 
ing Agency----.- 447, 066 325, 300 68. 2 311, 478 283, 039 90.9 


For petroleum products (ASPPA) both the volume and the rate of loss to 
price competition were far higher than for any other service, bureau, or com- 
mand, by either procurement method. The ASPPA loss rate was higher for 
negotiation. 

The second most important reason (after inability to meet large-business 
price) that small business fails to secure awards for business that is in the 
small-business potential is that it fails to submit a bid. The following figures 
for the procurement activities using both methods show that the share of the 
potential lost in this way is often large, and the losses under advertising are 
greater thar those under negotiation in all but five instances. 
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TABLE 21.—Comparison of percent of advertised and negotiated potential lost 
due to failure of small business to submit bid (new procurement actions of 
$10,000 or more), fiscal year 1956 


Advertised potential 
lost by small busi- 
ness due to not sub- 

| mitting bid 


Negotiated potential 
lost by small busi- 
ness due to not sub- 
mitting bid 


Service, bureau, or command 


| Percent of | Percent of 





Amount | advertised | Amount | negotiated 

| potential | potential 
ci iiacsimiaaghentio’ ios  aitaneacameailial 

| | 
| Thousands Thousands | 
Chemical : | $5, 025 25.8 $422 11.1 
Engineers 12, 275 1.5 1,012 .6 
Medical and Armed Services Medical Procurement 

Agency 5, 649 29.2 1,199 9.1 
Ordnance i 19, 832 25.0 8, 370 7. 
Transportation 90 .6 3, 227 11.8 
Quartermaster : 3, 375 2.2 21, 571 6.8 
Signal_- 2,995 10.9 10, 257 10. 1 
Armies das 4, 828 7.5 462 3.6 
Bureau of Ordnance 322 1.8 5F9 1.3 
Military Sea Transportation Service 2, 861 16, 2 30 s 

Bureau of Yards and Docks 0 0 0 0 
Marine Corps 671 2.5 93 2.3 
Bureau of Ships j 8, 582 11.5 5, 161 5.8 
Bureau of Supplies and Accounts 20, 979 11.5 8, 617 7.8 
Office of Naval Research : 2.9 
Bureau of Aeronautics - 9.9 

Bureau of Personnel - avameas in 0 
Air Materiel Command ee 8,915 8.6 12.6 
Other Air Force commands oulbe 1,818 1.6 6.5 
Armed Services Petroleum Purchasing Agency--- od 0 0 2.2 








The dollars lost to small business as a result of not being competitive and not 
submitting a bid are large sums. The amounts are: 


TABLE 22.—Volume of defense procurement offered small business but lost for 
reasons specified (new procurement actions of $10,000 or more), fiscal year 
1956 


| Small busi- | Small-busi- 





| ness did not | ness bid was 

| bid | not low 
Army-. a c oe ia ass eS e $100, 589 | $520, 142 
Navy weer é ni . ‘ ‘ 52, 278 | 168, 868 
Air Force = a ees 73, 797 | 153, 372 
Armed Services Petroleum Purchasing Agency a Liaclie : 6, 828 | 608, 339 
Total sehen meena ; 233, 492 1, 450, 721 


The facts brought to light by examination of the patterns of procurement in 
the individual purchasing organizations make it decisively clear that negotiation 
does not operate to the disadvantage of small business. Whether small business 
wins or loses procurement in the advertised or negotiated potential depends in 
the main on its ability to meet large-business price competition, and it is obvious 
that small business is put to no disadvantage in this by negotiation procedures, 
and much more often than not fares better under negotiation procedures. 

The comments cited at the beginning of this report stress the opinion that 
lack of publicity restricts small-business participation. It has been stated that 
negotiation would not be so hurtful to small business if it were given more 
publicity. 

The following figures show that considerable publicity via the commerce 
synopsis is given to defense procurements, particularly by the Army, Navy, and 
ASPPA. 
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TABLE 23.—Percent of small-business potential synopsized (new procurement 
actions of $10,000 or more), fiscal year 1956 


Potential 


Synopsized 


Total | 

Amount | Percent of 
| total 

Th yusands Thousands | 
Army... — al E es ; en $1, 938, 853 $1, 177, 127 60.7 
Navy...-.- tc — 1,013, 873 648, 861 64.0 
Air Force... . 5 xs = = 770, 935 219, 534 28.5 
Armed Services Petroleum Purchasing Agency- -- a oe 788, 544 | 635, 961 | 80.7 
Te iis tcc gomenaaedkie i cen aies sxe eme Kp ieeamene 4, 512, 205 | 2, 681, 483 59. 4 


Contrary to a common impression, there is extensive publicity given to nego- 
tiated procurements as well as to advertised although, as might be expected 
from the nature of a negotiated procurement, it more frequently qualifies under 
an exception authorizing not synopsizing. 


TABLE 24.—Comparison of percent of advertised potential synopsized and nego- 
tiated potential synopsized (new procurement actions of $10,000 or more), 
fiscal year 1956 


Advertised potential Negotiated potential 
Synopsized Synopsized 

Total | ~; : Total i ae 

| Per- Per- 

Amount | cent of Amount | cent of 

total total 

| Thousands | Thousands Thousands | Thousands 
Army i é $1, 183, 677 $932, 166 78.8 $755, 176 $244, 961 | 32.4 
Navy ‘ 607, 472 551, 694 90. 8 106, 401 97, 167 23.9 
Air Force 218, 510 143, 721 65.8 552, 425 | 75, 813 13.7 
Armed Services Petroleum Purchas- | 

ing Agency. - 477, 066 383, 461 80.4 311, 478 252, 500 81.1 
Total ' 2, 486, 725 2, 011, 042 80.9 2, 025, 480 670, 441 | 33. 1 


| 
Procurement of items not in the small-business potential is much less con- 
sistently synopsized. For example, the following summarizes the synopsizing 
of items for which no known small-business source exists. 
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TABLE 25.—Synopsis of nonpotential procurement (new procurement actions of 
$10,000 or more), fiscal year 1956 


No known small-business source 


















All actions Advertised Negotiated 
Synopsized | Synopsized Synopsized 
Total i a Total | Te AEE ee oe Total epiniags 5 

Per- Per- | Per- 
Amount cent of} Amount)cent of} Amounticent of 
| total | | total | total 

Thous | Thous. Thous. | Thous. | Thous. Thous. 
Army $407, 924 | $77, 675 19.0 $41, 563 | $37, 225 | 89. 6 $366, 361 | $40, 450 11.0 
Navy : 1,928,055 | 24, | 1.3] 7,278 | 2,514] 34.5] 1,920,777] 21,788 1.1 
Air Force | 8,060,724 | 377,724 | 4.7] 4,790 678 | 14.2 | 8,055,934 | 377,046 4.7 
ASPPA i. Bees 0 0 | | 0 0 0 0 | he whet 
Total. 10, 396, 703 | 479, 701 1.6 53,631 | 40,417 | 75.4 | 10,343,072 | 439, 284 | 4.2 

| | | 


1 Armed Services Petroleum Purchasing Agency. 


The question of particular interest for small business is whether the more 
limited publicity given negotiated procurements by synopsis makes it less likely 
that negotiated procurements in the potential will go to small business. 


TABLE 26.—Comparisons of the portion of advertised and negotiated potentials 
awarded to small business with the portion synopsized (new procurement 
actions of $10,000 or more), fiscal year 1956 








Advertised awards to small Negotiated awards to small 
business business 
Total Total | 
= Peremnt)  e Pret 
Synop- | | Synop- 
Percent] sized | Percent] sized 
Amount of po- | Amount | of po- 
tential | tential 
| 
Thousands Thousands | 
Army $785, 773 66. 4 77.0 $508,699 | 67.3 28. 7 
Navy 452, 039 74.4 | 92.2 328, 700 80.9 24.6 
Air Force 170,806} 78.2 65.6 323, 992 58.6 13.5 
Armed Serviees Petroleum Purchasing | | | 
Agency. 151,766 | 31.8] 82.9 21,540] 69| 543 
_ _ — — - — — ~ | — —— 
Total__.-- a 1, 560, 384 62.7 | 80.7 1, 182, 931 58. 4 | 23.9 
\ 


These figures show that small business got, in the case of the Army and Navy, 
a larger share of the negotiated portion of the small-business potential than 
they got of the advertised portion in spite of the fact that the negotiated procure- 
ments received less publicity via synopsis. The Air Force and ASPPA nego- 
tiated ratios are substantially lower than the advertised, but it is clear that 
publicity is not the determining factor. 

To further test these conclusions—it might be expected that in those adver- 
tised procurements of items in the potential that small business did not bid on, 


we would find they had not been synopsized and small business had not heard 
of them. 
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The following data however indicates the contrary. 


TABLE 27.—Synopsis of potential lost by small business due to failure to submit 
bid (new procurement actions of $10,000 or more), fiscal year 1956 





Advertised potential on which Ne tiated potential on wt 
small business did not bid small business did not bid 
Total rotal 
Percent Percer 
Percent synop- Percent synoy 
Amount of adver- sized Amount of nego- sized 
tised tiated | 
potential potential | 
| Thousands Thousands | 
Army $54, 069 4.6 77.0 $46, 520 6.2 | 
Navy 33, 415 5.5 76. 3 18, 863 1.6 4 
Air Force 10, 733 4.9 60. 1 63, 064 11,4 | 
Armed Services Petroleum Purchas- | | | 
ing Agency e 0 | 0 6, 828 2.2 | 10.1 
Total ; at 98, 217 3.9 74.9 135, 275 6.7 | 28. 5 
Apparently small business is neither assisted in getting nor in not missing 


advertised procurements by the greater publicity, or else we must assume that 
the negotiated procurement is much more effective in placing procurement with 
small business. 

Early in this report attention was called to the fact that the Army and Navy 
had made extensive use of advertising as a method of placing contracts over 
$10,000 for items in the small-business potential, whereas the Air Force relied 
chiefly on negotiation. If negotiation operated adversely to the interests of 
small business we could expect a substantially lower percent of potential to be 
placed by Air Force than Army and Navy, but such was not the case. 


TABLE 28.—Comparison of small-business share of potential with percent adver- 


tised, negotiated, and synopsized (new procurement actions of $10,000 or 
more), fiscal year 1956 
| 
Potential 
| Percent- Per Per- Per- 
| Total awarded cent cent cent 
to small | adver- | negoti- | synop- 
business | tised ated | sized 
Thousands | 
Army $1, 938, 853 66.8 61.1 38.9 | 60.7 
Navy 1, 013, 873 77.0 59. 9 40.1 | 64.0 
Air Force ; 770, 935 64. 2 28. 3 fe 28. 5 
Armed Services Petroleum Purchasing Agency 788, 544 22.0 60. 5 39. 5 | 80.7 
Total Sieibbiinbs ‘ : 4, 512, 205 60.8 55.1 44.9 59. 4 


These figures show that small business can get a large share of the potential 
by negotiation as well as by advertising. Similar figures on the technical services 
further emphasize the fact. 
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TABLE 29.—Comparison of small-business share of potential with percent adver- 
tised, negotiated, and synopsized (new procurement actions of $10,000 or 
more), fiscal year 1956 


Potential 


Percent | Percent| Percent| Percent 








i Total | aw iwded | adver- | nego- | synop- 
| to small tised | tiated sized 
business | 
Thousands 
Chemical ' $23, 339 41.7 83.7 16.3 | 84.3 
Engineer 979, 652 165.7 82.4] 17.6 65. 2 
Medical and Armed Services Medical Procurement 
Agency 32, 549 8 59.5 | 4.5 84.5 
Ordnance | 186,103 | 165.8 42.6 | 257.4 43.7 
Transportation 12, 978 | 185.1 36.3 | 263.7 56. 9 
Quartermaster | 467, 765 172.2} 32.1] 267.9 67.4 
Signal | 129, 100 | 49.7 | 21.3 78. 7 29.0 
Armi¢ 77, 376 181.5) 83.6 16.4 42.6 
Bureau of Ordnance 60, 829 88. 0 29.5 | 270.5 58. 7 
Military Sea Transportation Service 77,851 | 170.7 22.7 | 277.3 9.0 
Bureau of Yards and Docks 335, 820 | 194.1 | 85.9 14.1 95. 1 
Marine Corp 30, 980 | 57.0 86.9 | 13.1 82.8 
Bureau of Ships 163, 730 | 165.3 45.5 254.5 44.1 
Bureau of Supplies and Accounts 292, 311 | 64.3) 62.3 37.7 63. 3 
Office of Naval Research 10,277} 187.11} © |2100.0 2 
Bureau of Aeronautics | 41, 262 | 1 82.4 0 210.0 9.3 
Bureau of Personnel 813 | 1100.0 0 |2100.0 0 
Air Materiel Command 546, 638 | 58.61 19.0] 281.0} 28.3 
Other Air Force commands 224, 297 177.8 | 51.0] 249.0] 28.9 
Armed Services Petroleum Purchasing Agency (total 788, 544 | 22.0} 60.5) 39.5 80. 7 


1 Activities plac'ng a relatively lerge share (more than 60 percent) of potential with small business. 
2 Activities making relatively heavy use of negotiation. 


The above table illustrates several pertinent points: 

1. There is a wide difference of practices and of results obtained among 
procurement activities and these differences are lost in departmental averages 
which largely obliterate what is characteristic and significant about the individ- 
ual procurement activities. 

2. In 8 purchasing activities, an exclusive use of negotiation with little or no 
synopsizing for items in the potential has functioned to place 80 percent or 
more of the awards with small firms. Small business can prosper in cases 
where either advertising or negotiation is predominantly used and can do rela- 
tively less well in either case. 

So far as procurements in the small-business potential are concerned, the 
statistics on awards to small business, on the use of advertising as the method 
of procurement and on the securing of publicity via synopsis indicate that a 
competitive opportunity is given to small business to secure awards of items 
in the potential on a far broader scale than some have supposed. 

The volume of awards of items in the potential placed with large business by 
hegotiation and without synopsis (though not without having solicited pro- 
posals from known small-business sources) is indicated below. 
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Taste 30.—Percent of small-business potential procured from large business by 
negotiation and without synopsis (new procurement actions of $10,000 or 
more), fiscal year 1956 


Potential 


To large business by ne- 
gotiation and without 
synopsis 


Total aa 
Percent of 

Amount total po- 

tential 

Thousands Thousands 

Army--._- $1, 938, 853 $147, 632 7.6 
MU cc oo 1,013, 873 61, 428 | 6.1 
Air Force 770, 935 196, 249 | 25.5 
Armed Services Petroleum Purchasing Agency 78S, 544 49, 144 6.2 
, RSE. ES ps ee een eee ; ‘ ’ 4, 512, 205 454, 453 10.1 


TABLE 31.—Reasons why small business did not secure that part of the small- 
business potential procured from large business by negotiation and without 
synopsis (new procurement actions of $10,000 or more), fiscal year 1956 


Potential to large business, by negotiation and 
without synopsis 


Small busi- 





| ; 

| Small Small- Small ness bid re- 
Total | business business business | jected after 

did not bid was | bid wasnot/ facility 
submit bid not low responsive | capability 

report 
—_— —_—— —-— ~ — -—- - - j - | - ~ -— 
army... $147, 632 $21, 728 | $112, 424 $4,715 $8, 765 
Pe iete 61, 428 | 13, 713 45, 769 | 379 | 67 
Air Force | 196, 249 | 55, 079 103, 368 | 12, 587 

Armed Services Petroleum Purchasing 

Agency -- ‘ 49, 144 | 6, 139 42, 992 13 0 
Total_- 7 | 454, 453 96, 659 304, 553 | 31, 822 21, 419 
Percent__..__-- eat 100.0 | 21.3 67.0 7.0 | 4.7 


CONCLUSIONS 


The use of negotiation by the military departments did not operate to restrict 
small-business participation in defense procurements during the 12-month perioa 
which was the subject of this study. 

1. Use of negotiation to accomplish procurements under $10,000 was not 
detrimental to the interests of small business. 

2. Use of negotiation in procurements over $10,000 for items not obtainable 
from small business does not limit small business participation. 

3. In the area of items in the potential and procurements over $10,000— 

(a) The military departments make extensive use of advertising ; 

(b) The military departments give extensive publicity to procurements 
via synopsizing. 

(c) On the average, small business wins approximately the same share 
of the potential procured by negotiation as it does of the potential procured 
by advertising; in the area of supplies and services as distinguished from 
construction it wins a larger share, and in the great majority of the pro- 
curing services it wins a larger share by negotiation. 

(d) Small-business loses no greater share of the negotiated potential 
than of the advertised potential to large-business price competition. 
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APPENDIx VII* 
POLICY STATEMENTS OF THE DEPARTMENT OF THE ARMY 
APPENDIX VII (a) 
SCREENING PROCUREMENTS 
Policy and procedures for reviewing and screening proposed procurements 


are enunciated in Army Regulation 715-3, as amended, entitled “Department of 
the Army Small Business Policy.” 





APPENDIx VII (b) 
ITEMS SUITABLE FOR SMALL BUSINESS 


The criteria for determining items suitable for small business is set forth in 
Army Regulation AR 715-3, as amended, and Army Procurement Procedures, 
section XXX, part 7, paragraph 30—-7O02n, page 30303. 

The Director of Procurement, Office of the Deputy Chief of Staff for Logistics, 
Department of the Army, recently reemphasized this subject, namely- 

“It is preferable that each procurement be considered on the basis of its being 
‘suitable for small business’ and to review each item from the standpoint of 
its susceptibility of accomplishment by small business in order that the spirit 
and intent of the small-busines program be carried out.” 





APPENDIx VII (¢) 
Bippders’ Lists 


It is the policy of the Department of the Army that any firm shall be placed 
on the appropriate bidders’ mailing list provided a request for placement on 
the list is received and provided further that it appears, from the bidders’ 
mailing list application or other available information, that the firm requesting 
inclusion is qualified and eligible to fill the requirements of a particular 
procurement. 

Contracting officers are not required to solicit bids or quotations from all 
firms appearing on a particular bidders’ mailing list when the number of 
hames on the list is deemed to be excessive in relation to a specific procure- 
ment. When such a situation exists the contracting officer is authorized to 
solicit offers or bids from less than the total list of names on the bidders’ list 
by such methods as rotation of bidders’ mailing lists and preinvitation notices. 

Procurement offices would do the Government a disservice if they placed 
every applicant on the bidders’ mailing list without evidence that the appli- 
cant Was qualified and eligible to produce. It is encumbent upon firms to 
submit evidence of qualification and eligibility when requesting placement on 
a bidders’ mailing list. When such evidence is presented the procurement office 
must place the name of the firm on the appropriate list and solicit offers or 
bids from that firm in proper turn. 

Standard Form 129 (Bidders’ Mailing List Application) and DD Form 
558-1 ( Bidders’ Mailing List Application Supplement) enclosed. 

2 Incls 

1. SF 129 
2. DD Form 558-1 
Reference: ASPR 2-204, dated March 5, 1956. 


——__ 


1 See pp. 44 and S84. 
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{Enclosure to appendix VII (c)] 
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STAXDARD FORM 129—AUGUST 1952 

PMLSC RIOD BY GENERAL SERVICES ADMINISTRATION 
61 











INITIAL APPLICATION 


BIDDER’S MAILING LIST APPLICATION 


All answers should be typed or printed. See reverse for information and instructions. 
TL OF THIS AP! 


REVISION 

















TO: 


NAME OF APPLICANT 2 ADDRESS TO WHICH BIDDING FORMS ARE TO BE MAILED 





3. ADDRESS OF MAIN BUSINESS OFFICE | 4. HOW LONG IN PRESENT BUSINESS — 








5. TYPE OF ORGANIZATION (Check one) 6. IF INCORPORA INDICATE IN WHICH STATE 
O INDIVIDUAL l }) PARTNERSHIP RPORATION 

7. NAMES OF OFFICERS, MEMBERS OR OWNERS OF CONCERN, PARTNEF 

(A) PRESIDENT B) VICE PR N 

(© SECRETARY —~S TREASURER 


(©) OWNERS OR PARTNERS 


6. AFFILIATED CONCERNS (Name, location, and in detail, controlling interest in each) 





OR CONCERNS AUTHORIZED “NB AN \ NY NAME (If agent, so specify) 
NAM FFICIAL CAPACITY 
10. PERSONS TO CONTACT ON MATTE NIN f agent, 20 spe ) 
NAME A AP Y TELEPHONE NC 
11. INDICATE CLASSES OF EQUIPMENT, SUPPLIES, MATERIAL, AND/OR SERVICES ON W y ESIRE BID (Use attached list, if any) 


12 CATEGORY (See definitions on the reverse of this form and check below the category which applies to the applicant) 





} (A) MANUFACTURER OR PF £R 5 ¢ REGULAR DEALER (Type 7) 
(8) R AR DEALER (Type 1) ( RVICE ESTABLISHMENT 
13. NUMBER OF PERSONS NOW EMPLOYED) 14. F PACE (Square feet) NET WORTH 
I MANUFACTURING | WAREW € | ATE AM NT 








y that the information supplied herein (including all 
pages attached) is correct and that neither the applicant 

y person (or concern) in any connection with the 
28 a principal or officer, so far as is known, is now 
ieligible by any agency of the 
for furnishing materials, 
nt or any agency thereof. 
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PERSON AUTHORIZED TO SIGN THIS APPLICATION 


18. NAME ANDO TITLE OF PERSON SIGNING (Please type or print) 
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[Enclosure to appendix VII (c)] 


BIDDER’S MAILING LIST APPLICATION SUPPLEMENT 


NOTE.—Submit with report one copy of each of the two most recent financial statements, including operating statementa 


OPERATIONS AT ENGINEERING PRODUCTION | THERS 
NUMBER oF MAXIMUM LEVEL | | 
EMPLOYEES | winimum (During last £ yrs 


ONTRACTS HELD WITH ARMED SERVI DURING PAST 12 MONTHS ( List separately 


CONTRACT NO ATE DEPARTMENT MILLAR VALUE 


ROR SERVICES SUPPLIED TO ARMED SERVICES FROM JANUARY 1940 THROUGH DECEMBER (965 








MPONENTS 


MATERIAL AND/OR SERVICES NOW BEING MANUFACTURED, PERFORMED, OR DEVELOPED! 


acluding warehouse and manufacturing 





BRIEF DESCRIP 


7. MACHINERY AND £0 


CONFIDENTIAL 


TERATURE 


] PHOTOGRAPHS 


entative oulline of type and condition of machinery, 
s in detail 


Form . +-10061-2 «OS GoveRnment painrine Orrice 
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APPENDIx VII (d) 
ADVERTISED VERSUS NEGOTIATED PROCUREMENTS 


The objective in Army procurement is to obtain the proper quantity and 
quality of supplies and services at the time required in the best interest of the 
Government, price and other factors considered. The method of procurement 
to be used, that is, formal advertising or negotiation, depends upon the circum- 
stances of each situation, such as the dollar value and complexity of the item, 
detiniteness of specifications, number of suppliers, time available to effect 
purchase, ete. 

Generally, the following conditions are necessary for formal advertising: 

(a@) Items manufactured on a widespread basis. 

(0) Interested bidders. 

(c) Firm and definite specifications. 

(d@) Market conditions which encourage potential suppliers to bid. 
(e) Adequate time for the formalities required. 

Competition exists in negotiated procurements as well as in advertised pro- 
curements. Private industry in making purchases uses the negotiation procedure 
almost entirely and obtains a high degree of competition. In many instances the 
Army seeks proposals from as many suppliers under the negotiation method as 
would be solicited under the formal advertising method. In negotiation, lower 
prices may be obtained through the diligent eftort of the contracting officer after 
he has received the initial proposals. This bargaining, which is conducted with 
complete fairness to all suppliers who submit an offer, cannot be accomplished 
under the formal advertising procedure. 

Claims have been made that the use of negotiation restricts the participation 
of small business in Army procurement and that an increase in the use of formal 
advertising would result in an increase of the share for small business. Army 
experience, however, indicates that such is not the case, and that, in effect, nego- 
tiation may be helpful rather than harmful to small business. In order to make 
a valid comparison of negotiation and formal advertising and to study properly 
the effect of these methods on small bnsiness, procurements beyond the capabili- 
ties of small business should be excluded from consideration. For this purpose, 
procurements have been divided into three categories as follows: 

I. Procurements under $10,000. 
II. Procurements over $10,000 for which IFB’s or RFP’s are sent to small 
business concerns (the small-business potential). 

III. Procurements over $10,000 which are not offered small-business concerns 
either because they cannot, physically or technically, supply the re- 
quirements, or because other considerations of a military nature 
require placement with specific large concerns. 

Chart 1 shows the portion of procurement awarded to small business in each 
of these categories for the first 6 months of the fiscal year 1957. 

Category III involves the procurement of items of substantial dollar value, 
Small business, however, receives no portion of the procurement in this classi- 
fication for the reason that it cannot supply the items. Therefore, this category 
of items is not in the potential area for small business and should be eliminated 
from the study for the purpose of determining the effect of negotiation and 
formal advertising on the share of procurement awarded to small business. In 
order to protect the interest of small business, small business specialists of the 
Army and representatives of the Small Business Administration continually 
screen proposed procurements to determine whether small-business concerns can 
supply the items. 

In category I, 68.0 percent of the dollar value of procurement actions under 
$10,000 went to small business. Negotiation is used extensively for procure- 
ments in this category, primarily in procurement actions of $1,000 or less, which 
account for approximately 90 percent of the number of all procurement actions. 
In procurement actions of $1,000 or less simplified purchase procedures are em- 
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ployed. The use of such procedures is considered to be very much in the interest 
of small business, and the large share of these purchases going to small business 
indicates that the method of making them is not prejudicial to small business. 

Category II, concerning actions of $10,000 or more in the small-business poten- 
tial, is the area of greatest opportunity for small business to share in procure- 
ment. It is in this area that small-business firms can supply items involving the 
greatest dollar value of procurement. Small-business concerns who are success- 
ful in obtaining contracts should benefit to a greater extent by less administrative 
work and a larger volume of items for each procurement action as compared to 
the actions in category I. 

Chart 2 shows the share of procurement awarded to small business by formal 
advertising and by negotiation for actions of $10,000 or more in the small- 
business potential during the first 6 months of fiscal year 1957. Small business 
was awarded, in dollar value, 61.0 percent of procurement by the formal adver- 
tising method and 62.0 percent of procurement by the negotiation method. There- 
fore, in the category of the greatest potential, small business was more successful 
in competing for items purchased by the negotiation method than by the formal 
advertising method. , 

In summary, the following conclusions are made: 

(a) Negotiation as used by the Army is competitive. 

(6b) Small business gets a greater share of Army procurement from the 
negotiated method than from the formally advertised method. 

(c) Small business gets more than 60 percent of the dollar value of Army 
procurement from the area within the small-business potential. 

2 Incls 

1. Chart 1 
2. Chart 2 

References: 

Sections II, III, ASPR 
Sections II, I1I, APP 
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APPENDIX VII (e) 
Use or SPECIFICATIONS AND THE DETERMINING FACTORS PERMITTING DEVIATIONS 


1. Department of the Army policy with respect to the use of specifications 
requires that every item procured either by formal advertising or negotiation 
shall be described by referencing applicable specifications, or by use of a purchase 
description containing the necessary requirements under the following conditions 
permitted by DOD Directive 4120.3 and the Army Procurement Procedure (APP), 
paragraph 1-305: 

(a) Purchase incident to research and development. 

(b) Purchase of items for test or evaluation. 

(c) Purchase of laboratory test equipment for use by Government labora- 
tories. 

(d) Purchase of items for authorized resale except military clothing. 

(e) Purchase of items in an amount not to exceed $1,000 (multiple 
small purchases of less than $1,000 of the same item shall not be made for 
the purpose of avoiding the intent of this exception). 

(f) Purchase of onetime procurement items. 

(g) Purchase of items for which it is impracticable or uneconomical to 
prepare a specification (repetitive use of a purchase description containing 
the essential characteristics of a specification will be construed as evidence 
of improper use of this exception). 

2. Determining factors permitting deviations or waivers are subject to the 
discretion of the Heads of Procuring Activities. Department of the Army policy 
requires that all deviations and waivers to Federal and Military Specifications 
will be subjected to competent review as prescribed by Heads of Procuring 
Activities. To avoid the need for deviations and waivers the policy further 
requires immediate action will be taken in accordance with procedure established 
in each technical service to amend or revise the specification. 


APPENDIX VII (f) 
INADEQUATE SPECIFICATIONS 


The policies and procedures covering the preparation, issuance, and use 
of specifications are prescribed by the Department of Defense in Directive 4120.3, 
dated October 15, 1954, Manuals DSMA M2 (SR 715-50-20) and M5 (SR 715- 
50-21), and Armed Services Procurement Regulation (ASPR). 

The Defense Standardization Program, established under DOD Directive 
4120.3 and implemented under Army Regulations 715-50 and Army Procurement 
Procedure (APP), requires the systematic development of suitable specifications 
in areas of repetitive procurement, storage and issue. The program also requires 
periodic review of these specifications to insure continued adequacy. 

A central office of the Procurement Division, Deputy Chief of Staff for Logistics 
monitors the program. Under guidance of that office, all departmental specifica- 
tions were converted to a single military series (or Federal series, where appro- 
priate) as of July 1,1955. That office also monitors a training course for specifica- 
tion writers which emphasizes the reasons underlying the need for specifications 
and the part they play in the Army logistics program. 

In accordance with procedures implemented in the Army, drafts of specifica- 
tions are coordinated with industry and any subsequent deviations or waivers 
must be justified. As further assurance of adequacy, contractors and others 
interested are encouraged to propose improvements to the Preparing Activity 
shown in the specifications. 

References : 

DOD Directive 4120.3 

Manual DSMA M2 (SR 7715-50-20) 

Manual DSMA M5 (SR 7715-50-21) 

AR 715-50 

Armed Services Procurement Regulation (ASPR) 
Army Procurement Procedure (APP) 
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APPENDIX VII (2) 
COMPUTATION OF REQUIREMENTS 


Gentlemen, the requirement computation that I want to acquaint you with 
might be explained as “inventory forecasting.” Itis a part of inventory manage- 
ment and is just one of the safeguards in the Army supply system along with 
stock levels, requisitioning objectives, etc., designed to furnish an orderly flow 
of materiel to the user and prevent so-called crash demands. This means 
as in all good business management, the Army works in terms of long-range 
averages. The attainment of inventories large enough to meet all contingencies 
for all items would be a great waste of the taxpayer’s money. 

Generally, there are two procedures for forecasting our long-range require- 
ments: One for major end items; the other for minor secondary items, sub- 
assemblies, and spare parts. The principal difference is that major end-item 
requirements are computed in great detail on the basis of specific allowances 
for each type of unit and activity while minor items and spare parts are computed 
on the basis of past issue experience. 

The Army goes through the following process: 

We develop a peacetime troop basis which shows what units we will have, 
when and where, within the troop ceilings established by our superiors and 
supported by the Congress. 

We develop a complete war plan to show how we plan to fight a possible major 
war, carrying out the missions assigned the Army by proper authority, and 
then prepare a mobilization plan to support the war plan. 

For major end items, the Office of the Deputy Chief of Staff for Logistics 
issues the necessary programing and procedural guidance to the technical services 
(Engineers, Ordnance, Signal, and so on), which results in the publication of 
the Supply Control Studies. These studies present a detailed summarization 
of the Army’s peacetime and mobilization requirements for major items of 
materiel. 

Having determined our detailed requirements item by item and having care- 
fully reviewed them, we prepare our detail materiel program. This is our plan 
for building up reserves to meet wartime shortages over a long period of 
uneasy peace. 

We establish by category of item, such as weapons, ammunition, guided missiles, 
vehicles, aircraft, electronics, and so on, the increment to our requirements which 
we plan to procure each year over a 5-year period. This information is 
published in the 5-Year P&PA Item Program. 

This interim objective is expressed in a percentage of what we need on hand 
when war starts to support the war plan until production can supply the needs. 
This interim objective percentage is highest for the most combat-essential items, 
such as ammunition, and is scaled downward for other items. 

In general, the procurement quantity for major items is based on this interim 
objective quantity except in cases where procurement quantities are established 
as that needed to maintain a production facility. 

For minor secondary items and repair parts, requirements are determined on 
the basis of issue experience. 

We determine an average quarterly need for the item or repair part by issues 
over an extended period of time. We modify this average quarterly need on 
the basis of anticipated changes; i. e., the populations of the end items to be 
supported, troop strength, etc., and project this modified quarterly need for the 
number of months on which requirements must be computed. 

After deducting the stock on hand and dues in from procurement, the procure- 
ment requirement is determined. In some instances all or part of this procure- 
ment requirement can be met by rebuild of any stocks of equipment in unservice- 
able condition. 

Constant review of the methodology and process for computation of require- 
ments has resulted in great progress in recent years. Although the Army is 
as far advanced as anyone in this field, it is expected that current efforts, 
including the implementation of recommendations of a private research organiza- 
tion, will result in continued advances. Only recently by the expanded use of 
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electronic data-processing machines, as well as a financial management program, 
have we been able to make these refinements effective. 

But no system, however accurate, can eliminate all possibility of human error 
or unforeseen demand. We feel that our system minimizes the possibility and 
reduces unforecast demunds to the minimum. 


APPENDIX VII (h) 
UNREALISTIC DELIVERY SCHEDULES 


It is Department of the Army policy that delivery schedules incorporated in 
contracts for supplies or services will be realistic and reasonable. 

All depots and other inventory control points have developed and established 
stock levels and reorder points which, under normal circumstances, provide suf- 
ficient lead time to permit a realistic delivery schedule according to procurement 
lead time developed by the procuring activities. Urgency of the requirement, 
however, sometimes dictates that supplies or services be obtained in the shortest 
possible time. In these instances the Contracting Officer specifies the delivery 
schedule which he determines, after consideration of all factors involved, to be 
attainable and which most nearly meets the Government’s requirement. 

The Department of the Army does not intend that an unattainable or unrealistic 
schedule will ever be incorporated in a contract, and a short delivery schedule 
is never intentionally specified for the purpose of reducing competition. 

To insure that more realistic delivery schedules are set forth in the original 
contract, the Department of the Army issued additional guidance to the Contract- 
ing Officer in the Army Procurement Procedure on March 12, 1957 (APP 2-20le, 
Change No. 29). This information dealt with the method of stating delivery 
requirements in Invitations for Bids and the evaluation of bids with respect to 
time of delivery offered. The text of this additional guidance is as follows: 

“Each Invitation for Bid will contain a delivery clause designed to meet the 
requirements of the particular procurement and will be prepared in conformity 
with the following: 

“(a) Delivery requirements stated in the invitation shall be as realistic 
of attainment as possible. Contracting Officers will question any delivery 
requirement which appears to be unrealistic and make appropriate adjust- 
ments, in coordination with the initiator of the requirements, prior to 
issuing the invitation. 

“(b) The invitation will state the time limitations on delivery within 
which delivery offers will be considered responsive to the invitation. Partic- 
ular care will be taken to insure that the Government’s latest acceptable 
delivery time is clearly set forth. Bidders shall be advised that— 

(1) Bids offering delivery within the acceptable time limits stated 
will be considered responsive to the delivery requirements of the invita- 
tion and will be evaluated equally and 

(2) Bids offering delivery beyond these limits will be rejected as 
nonresponsive.” 





APPENDIX VII (i) 
PROGRESS PAYMENTS 


Progress payments are defined and identified as those payments made to con- 
tractors on the basis of costs incurred before delivery as work progresses under 
a contract. Progress payments should not be confused with partial payments 
which are payments made for partial deliveries of completed items accepted by 
the Government. 

Department of the Army policies regarding the utilization of progress payments 
are based on policies of the Department of Defense. Briefly, the Department 
of the Army considers that progress payments are sometimes necessary and 
useful to supplement working funds available to defense contractors of all sizes 
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and it is not and has not been the policy of the Department of the Army-that the 
proper use of progress payments should be stopped or unreasonably curtailed. 

Certain types of production contracts involve a long lead time or preparatory 
period between the beginning of work and the first delivery, and may require 
contractors to make substantial predelivery expenditures that will have a mate- 
rial impact on the contractors’ working funds. Familiar examples include, 
among others, contracts for complex electronics equipment, production machines 
and equipment, tanks, and other items of heavy ordnance. Progress payments 
may be made on this class of contracts normally on the basis of not more than 75 
percent of total costs or 90 percent of direct labor and material costs of work 
done under the undelivered portion of the contract. 

As a general rule with respect to existing contracts progress payments may be 
authorized at the request of the contractor concerned. Individual contracting 
officers are authorized in most instances to include provisions for such payments 
in contracts with suppliers who are known to be reliable, competent, and capable 
of satisfactory performance, to have an adequate accounting system and controls 
and to be in satisfactory financial condition. This authority extends to all con- 
tracts, Whether large or small, and to all contractors regardless of size. Progress 
payments are not prohibited in the case of contracts involving small dollar 
amounts; however, in order to minimize administrative effort and expense, 
progress payments are generally discouraged on relatively small contracts of the 
stronger and large suppliers. 

The Department of the Army agrees with stated DOD policy that the need for 
progress payments shall not be treated as a handicap in awarding contracts to 
those qualified contractors who are competent and capable of satisfactory per- 
formance. When negotiated procurements are involved, provision for progress 
payments is resolved during negotiations. However, in connection with adver- 
tised procurements, precise conditions must be followed to insure to the greatest 
possible extent fair and impartial treatment to all bidders. Contracting officers 
are authorized to include provision for progress payments in Invitations for Bids 
(IFB’s) when it can be determined or reasonably anticipated that (1) the period 
between the beginning of work and the required first production delivery will 
exceed 6 months, or (2) progress payments will be useful or necessary by reason 
of unusual circumstances that will involve substantial accumulation of pre- 
delivery costs that may have a material impact on a contractor's working funds 
(including but not limited to substantial small business set-asides expected to 
involve a relatively large predelivery accumulation of materials, purchased parts, 
orcomponents ). 

The opportunity to bid on an equal basis is one of the basic concepts of formally 
advertised procurement. The Department of the Army therefore considers that 
itis incumbent upon its contracting officers to determine to the best of their 
ability whether individual Invitations for Bids should provide for progress pay- 
ments. When provision for progress payments is made in an IFB, the appro- 
priate contract clause and a statement that bids including requests for progress 
payments will be evaluated on an equal basis with those not including requests 
for progress payments become a part of the IFB. 

An analysis, as of December 31, 1956, indicates that of the total of 148 Depart- 
nent of the Army contractors then receiving progress payments, 86, or 58.1 per- 
sent, of these contractors fall within the small-business category. 

References : 

SR 35-225-10, 23 Oct 5 
AR 715-6, 17 Dee 56 
APP 30-1205, 15 Nov 55 
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APPENDIX VII (j) 
PAYMENT TO SUPPLIERS 


It is the Department of the Army’s policy that the prompt payment of com- 
mercial accounts is a command responsibility necessitating a coordinated effort 
by those responsible for the procurement, receipt, and payment for supplies. 

Because of their nature and as a matter of internal control, the functions of 
procuring, receiving, and paying are performed separately. Disbursing officers, 
in connection with the paying function, are charged with the responsibility of 
assembling the necessary documentation to support payments. This documenta- 
tion consists of such items as receiving reports, proper invoices, etc. Army 
regulations prescribe a target date of 2 working days for the processing of 
receiving reports and 3 working days for the audit and payment of vouchers. 
The prompt preparation and forwarding of a proper invoice is the suppliers 
responsibility. 

Even though disbursing officers have been instructed to establish a followup 
procedure to speed the securing of supporting documentation and to reduce 
the time of processing vouchers to a minimum, the fact remains that payment 
sannot be made until the supplies concerned have been received and accepted 
by the Government. Such items as time in transit of supplies and documents, 
required inspections, correction of incorrect or improper invoices, etc., are all 
necessary time consuming actions that must be completed before payment can 
be made. 

The Army realizes that instances may occur where, for unforeseeable reasons, 
payments are delayed. When such instances occur and are made known, the 
Army attempts to ascertain what caused the delay and what can be done to 
accelerate the payments concerned. 

References: 

Sec. XIV, ASPR 
SR 715-55-6 
SR 35-8210-1 


APPENDIX VII (k) 
CALL TYPE AND OPEN END TYPE CONTRACTS 


Procedures utilized by the Army in executing and awarding call and open- 
end-type contracts are essentially the same as are used under any other forms 
of contracting operations. The preferences afforded to small business by other 
forms of contracting generally are also applicable to the processes under which 
call and open-end-type contracts are executed and awarded by the Army. Call 
and open-end contracts are used by the Army as means to (1) simplify pro- 
curement processes, (2) avoid excessive depot stockage and handling of cem- 
mercial type items, (8) avoid unnecessary transportation into and out of the 
depot system, and (4) to avoid the expense and burden of unnecessary inven- 
tory and requirements control. The policy of the Army is to utilize these forms 
of contracting only when it is apparent that net benefits of the Government 
will result. 

The use of call and open-end-type contracts is not considered by the Army 
to be prejudicial to the interests of small business inasmuch as under some 
conditions of use small business would be more likely to receive orders than 
under alternative methods of procurements. This is likely to be the case when 
(1) open-end contracts are made by a particular installation to meet local, 
recurrent, and small-quantity requirements, and (2) when orders are placed 
by local Army installations with local, small business firms which represent the 
distribution system of a particular regional or nationwide open-end conducor. 

References: 

APP Part 11, Section XXX 
Open End and Call Type Contracts 
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APPENDIX VII (1) 


WEIGHTED-AVERAGE POLICY CHANGE 
(Extract from Army Procurement Procedure) 


30-714 * * * 
c. Procurements Under Partial Determinations. 


(1) When a determination for a stated percentage of less than 100 per- 
cent is entered into in conjunction with a procurement to be effected by 
formal advertising conducted pursuant to title 10, United States Code, sec- 
tion 2304 (a), the percentage under partial determination will be negotiated. 

In situations in which such a stated percentage is so used, the following 
procedure will be followed: 

(a) A notification to prospective bidders, stipulating that a portion 
of the procurement will be exempted for procurement from small busi- 
ness firms, will be included in the invitation for bid and be synopsized. 
It will contain the following statement: 


NOTICE TO PROSPECTIVE BIDDERS OR OFFERORS 


“Negotiation for award of the exempted portion of this procurement 
will be conducted only with responsible small firms who submit respon- 
sive bids on the advertised portion at a unit price within 120 percent of 
the highest award made. Negotiations shall proceed among small busi- 
ness concerns beginning with the bidder or offeror which submitted the 
lowest responsive bid or proposal in connection with the unreserved 
procurement.” 

(b) Negotiation for the procurement of quantities set aside shall be 
conducted only with such responsible bidders or offerors as have pre- 
viously submitted bids or proposals on the unreserved quantities and 
whose bids or initial proposals offered a unit price no greater than 120 
percent of the highest award made. Such negotiation shall proceed in 
the following order: 

(i) Among small business concerns beginning with the bidder or 
offeror which submitted the lowest responsive bid or proposal in con- 
nection with the unreserved procurement. 

(c) After opening of bids, the portion exempted for small business 
will be negotiated with eligible small business firms: 

(i) When the procurement of the unreserved quantity has re- 
sulted in one contract only, or in multiple awards all at the same 
price, awards for quantities set aside shall be made at the unit 
price of the unreserved quantities. 

(ii) When the procurement of the unreserved quantities has re- 
sulted in multiple awards at different unit prices, awards for quan- 
tities set aside shall be made at the highest unit price of the un- 
reserved quantities. 

(d) In conducting negotiations for the exempted portion of the pro- 
curement, it is permissible to reveal only the total price(s) of the con- 
tract(s) awarded on the unexempted portion. 

(e) In cases where no small business firm submits a proposal on the 
portion to be negotiated with small business, or cannot meet the price 
determined in accordance with (0b) above, the determination is auto- 
matically dissolved and the procurement may be negotiated with the 
successful bidder(s) on the portion not exempted provided there is a 
reasonable assurance that a better price cannot be obtained by readver- 
tising or reopening negotiations with all interested firms for the entire 
remaining quantity to be procured. 

(2) When a determination for a stated percentage of less than 100 percent 
is entered into in conjunction with a procurement to be effected by negotia- 
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tion conducted pursuant to title 10, United States Code, section 2304 (a) (1), 
the procurement will be handled in the same manner as procurements under 
(1) above, except that the portion not exempted will be negotiated instead 
of formally advertised. Care must be exercised that sufficient small business 
sources are issued requests for proposals for the portion not exempted to 
insure competition for the exempted portion. In conducting negotiations for 
the exempted portions, cost or other pricing data pertaining to the award of 
the portion not exempted will not be divulged. 
4 June 1957, 
C 33 





APPENDIx VII (m) 
REvIEw oF “SoLteE Source” ITEMS 


It is the policy of the Department of the Army to secure full and free competi- 
tion in the procurement of its required supplies and services. 

Exception to this policy is made whenever it is necessary to procure an item 
from a sole source. Sole source procurement must be justified in each instance, 
Sole source procurement is authorized under the following representative cir- 
cumstances: (1) Whenever an item is a proprietary item; (2) whenever the 
production of an item involves the use of patents, copyrights, and secret processes; 
(3) whenever the security classification, complexity of manufacture, or absence 
of drawings or specifications of item requires selection of a single source for pro- 
duction of the item. In the latter instance, selection of a source involves such 
factors as the contractor’s available facilities, location, technical ability, security 
safeguards, production capability, previous experience, etc. Procurement of 
sole source items is by negotiation as the nature of such items, which limits the 
number of responsive bidders, makes procurement by formal advertising im- 
practical. 

It is the policy of the Department of the Army to review, at regular intervals, 
all proprietary items which are procured from a sole source, or from limited 
sources because of patent and proprietary rights, to determine whether addi- 
‘tional sources for such items can be developed or whether it would be feasible 
to introduce a substitute item. The purpose of this policy is to further the 
Department of the Army policy to secure maximum free competition in the 
procurement of supplies and services. 


APPENDIX VII (n) 
WEAPONS SYSTEM CONCEPT BUYING 


The term “Weapons System Procurement” is not related to any “specific pro- 
curement regulations or policies within the Department of the Army.” The term 
“Weapons System” as used in the Department of the Air Force, is understood 
to refer to an overall plan of action that places responsibility in a prime con- 
tractor to see that all elements of a given Weapons System are adequately de- 
signed, tested, and produced on scheduled to meet the Air Force needs. In this 
role the contractor is primarily a coordinator, although he usually assembles the 
components, and may produce some of the parts himself. 

In the instance of certain technically complex and highly specialized military 
equipment, the Army has utilized prime contractors to the greatest practical 
extent to integrate and coordinate development, evaluation, and initial produc- 
tion. The criteria governing the Army’s employment of prime contractors in 
the instances referred to are set forth in Armed Services Procurement Regula- 
tion 3-108 as implemented by Army Procurement Procedure 3-108. Copies of 
these regulations are attached for your convenience. 

Typical examples of the employment of prime contractors by the Army are 
illustrated by the following: 

TANKS 


Where time is of the essence and it becomes necessary to telescope tank de 
velopment and production, the constant fluctuation of engineering design and 
its impact on component delivery and material obsolescence, sometimes requires 
that the Army place dependence on the prime vehicle contractor for scheduling, 
administering, and otherwise integrating and coordinating the fabrication of 
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Ll), the tank components. In this manner complete standardization of tank compo- 
ler nents is assured through designation of a prime vehicle contractor as the “Ve- 
ad hicle Engineering Agency” for a complete “family” of vehicles. Final action by 
ess the vehicle-design agency is subject to approval by the appropriate contracting 
to officer. 

for AMMUNITION 

| of 


There are no private industrial facilities which may be utilized for or con- 
verted to production of propellants, explosives and loading of ammunition to 
meet Army requirements. In the area of production of explosives and the 
loading of ammunition, considerations must be given to interchangeability of 
components, flexibility of production to meet logistical requirements and control 
of critical materials. Therefore, Government-owned plants are used for the 
manufacture of and the loading and assembly of complete rounds of ammunition. 
In connection with the operation of these Government-owned ammunition plants, 
the Army depends upon prime contractors for the overall operation and coordi- 


eti- nation of the manufacturing activities at these plants. 

4 ARTILLERY WEAPONS SYSTEM 

cir- Where technologies have advanced to make new systems components available 

the and compatibility of such components in the system is mandatory, a prime con- 

se 5 tractor may be selected to effect essential “Systems Engineering.’ This is 

nce necessary to maintain centralized and closely coordinated manufacturing control 

pro- over component design so one component will match the performance of another 

uch and none of the components will be limited in such fashion as to limit overall 

rity performance of the system. 

- of GUIDED MISSILES 

the 

im- In certain guided missiles weapons systems, succcessful development, evalua- 
tion and initial procurement, especially where development and procurement 

vals, are telescoped, can be achieved in the most economical and efficient manner 

ited through vesting a single prime contractor with the responsibility for these 

ddi- functions to the greatest practical extent. Where these conditions obtain,. a 

sible single qualified prime contractor may be employed. 

the Contracts awarded to prime contractors employed in the role of Weapons 

the System coordinators are governed and administered by the same policies regu- 
lations and procedures as particularly set out in the Armed Services Procure- 
ment Regulation and Army Procurement Procedure, as are applicable to any 
other type of procurement. There is nothing inherent in the employment of 
prime contractors in this role that will adversely affect “small business.” As 
a matter of fact, one of the primary purposes of employing the prime contractor 

wis in this role is to conserve and most effectively utilize existing skills and fa- 

ae cilities available in the Nation’s resources through the evolution and closely 


stood coordinated “package” subcontracting plan by the prime contractor under 
; Army supervision to this end. The Nike program, which is one of the guided 

















ay’ missile programs coordinated by a prime contractor, bears out that there is 

oe? nothing abnormal or unusual with respect to employment of a prime contractor 

. the in this role and small business. In this instance, exclusive of the operations 

, of Douglas Aircraft Co. as a principal sub to the prime, the following statistics 

: are available: 

itary oak 

etical — a ee —— hk plead dead 

oduc- Suppliers | Western purchases (exclud- 

rs in | ing Douglas Aircraft Co.) 

gula- - — 

es of Number | Percent | Amount Percent 

y are ne at 

: ANIME oo Ce aa ck bemnsehens 532 24.0 $11, 808, 977 31. 8 
INE ee caaashe : 1, 689 76. 0 25, 345, 587 68. 2 

ND icnsitcetcalebmasnine cca ectecede | 2, 221 | 100. 0 | 37, 154, 564 | 100.0 

ik de- ie. a | is 

e and 2 Ind. 

quires 1. ASPR 3-108 

uling, 2. APP 3-108 

ion of 
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EXTRACT FROM ARMED SERVICES PROCUREMENT REGULATION 


3-108 Negotiation of Initial Production Contracts for Technical or Specialized 
Military Supplies. 

(a) The production of important new technical or specialized military sup- 
plies—tanks, radar, guided missiles, aircraft, rockets, and equipment of similar 
complexity—generally involves development, evaluation, and initial production 
phases. Contracting Oflicers shall avoid, wherever practicable, awarding initial 
production contracts for supplies until completion of the development and 
evaluation phases. At the time of placing the initial production contract, it is 
essential that the Government be completely free to select the contractor as the 
best interests of the Government muy dictate. In the placement and administra- 
tion of research or development contracts, no commitments shall be made to 
contractors with respect to obtaining subsequent production contracts. 

(b) In connection with the foregoing it may be in the best interest of the 
Government that the initial production contract for technical and specialized 
supplies be placed with the contractor responsible for the development of the 
design for such supplies. Accordingly, it is essential that, in placing such initial 
production contracts, an analysis be made of the importance to be attached to the 
following considerations: 

(i) Extensive preliminary research and development work which can be 
put to most effective use in production by the research and development 
contractor for any of the following reasons: 

a. A need for adaptation of the newly developed equipments for 
quantity manufacture, and for introduction of advanced production 
methods, together with a significant interrelationship between the design 
engineering and production engineering, which will yield best results 
from the standpoint of performance, reliability and producibility ; 

b. The substantial time and money which would be required for 
another contractor to indoctrinate and train his engineering staff in the 
specialized techniques or novel design concepts which have been em- 
ployed, thereby adding to production lead time. 

(ii) Continuing improvement of the equipment, concurrent with produc- 
tion, which can be most effectively accomplished by a single contractor be- 
cause of the advantages of unified responsibility and close coordination of 
improved design features with production processes and equipment. 

(iii) Substantial time and effort which have been already expended by the 
development contractor in developing a prototype. 

(c) Where it is in the Government's interest to award the initial production 
contract to the development contractor, price alone should not be allowed to 
dictate an award elsewhere unless a fair and reasonable price cannot be ne- 
gotiated with the development contractor or unless the price advantage in award 
to another supplier is so substantial as to outweigh the other factors involved, 
This paragraph 3-108 is not to be construed to require or to prevent competitive 
pricing. Initial production contracts shall not be awarded to development con- 
tractors who do not have fully adequate and available financial, technical and 
production resources. 

(d) To the extent practicable, the initial production contract should also 
provide for the furnishing of an initial supply of special testing equipment, special 
tools, demonstration sets, and manuals required for operation, maintenance and 
training. 

(e) Contracts negotiated pursuant to subparagraph (b) shall normally cite 
section 3 (c) (14) of the Armed Services Procurement Act (see ASPR 3-214) or, 
where more appropriate, section 2 (c) (16) (see ASPR 3-216). 


EXTRACT FROM ARMY PROCUREMENT PROCEDURE 


3-108 Negotiation of Initial Production Contracts for Technical or Spe 
cialized Military Supplies. 

a. For a new complex equipment or system it is generally in the interest of 
the Government to have the same Contractor for both research and develop- 
ment and initial production, provided that the Contractor has competence in 
both fields and his costs are not unreasonable. However, competition must be 
introduced at the earliest practicable time to comply with the expressed mandate 
of Congress and to preclude a narrow base and unreasonable costs. Research 
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and development contracts and production contracts should each stand on their 
own merits. A research and development contract should not be entered into 
on the assumption that the initial production contract or a follow-on supply 
eontract will automatically be awarded without competition (see ASPR 3-108). 

b. While generally desiring to introduce competition at the time of the initial 
production contract, it is recognized that for those important higuly technical 
er special military items it may be desirable to retain the skills and experience 
of the research and development Contractor on a negotiated basis through the 
initial production contract and the first supply contract. Such action, how- 
ever, Should not preclude development of a second source on the initial produc- 
tion contract or the following supply contract where requirements permit. The 
determination as to when competition should be introduced for those items will 
largely depend upon the ability to clearly outline what is desired in the way of 
the item itself and upon the need for further improvement in the item. 

ec. For those items which are not of an important technical or special military 
nature, competition should be introduced at the time of the initial production 
contract and should follow for all supply contracts. 

d. Heads of Procuring Activities will follow the above guidance in the negotia- 
tion of initial production contracts for technical and specialized military 
supplies. 





APPENDIX VII (0) 
SAILMENT PROCEDURE IN CUT-MAKE-AND-TRIM CONTRACTS 


The bailment procedure in cut-make-and-trim contracts is a method of pro- 
curement under which the Government furnishes material to textile contractors 
on the basis of their estimate of the quantity which will be required to perform 
the contract. The contractors are required to deposit cash in an amount equal 
to the value of the Government owned material furnished to them from time 
to time and this deposit is refunded as deliveries of the finished item are made. 

It is the policy of the Department of the Army to continuously improve its 
procurement procedures with the view of simplifying administrative operations 
to the maximum extent possible consistent with sound business practices and 
existing law in order to take advantage of the resultant reduction in cost of 
operations. The bailment procedure outlined above is a simplified method of 
procuring cut-make-and-trim items. It is being tested by the Department of 
the Army to determine whether or not this simplified procedure results in 
sufficient economy to justify its adoption as the acceptable method for the pro- 
curement of cut-make-and-trim items. If such proves to be the Case, con- 
sideration will be given to expanding it to other areas of procurement. 


ApPENpDIX VII (p) 
SINGLE SERVICE MANAGEMENT 


The following paragraph regarding procurement of subsistence and cloth- 
ing—textiles—is quoted from the Department of Defense Directives 5160.11 and 
5160.15, which designated the Secretary of the Army as the single manager for 
these commodities : 


“‘V, AUTHORITIES AND RESPONSIBILITIES OF THE SINGLE MANAGER 
C. Procurement 
1. Conduct or direct procurement, pursuant to the provisions of the 
Armed Services Procurement Act, Armed Services Procurement Regula- 
tion, and Army Procurement Procedures, as a single service purchase 
assignment to the single manager for all centrally procured 
items. * *.*” 
In view of the above, it is considered that procurement of these single- 
manager commodities will be conducted under the same Department of the 
Army policies as the procurement of non-single-manager commodities. 
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APPENDIX VII (q) 
RANGE PROCUREMENTS 


It is the policy of the Department of the Army to solicit bids and proposals 
in range quantities when it can be reasonably determined that supply require- 
ments may fluctuate prior to the consummation of a contract award. Appro- 
priate exercise of this policy will (1) eliminate the duplicate solicitation or 
amendments to outstanding solicitations and (2) expedite the awarding of 
contracts for military supplies. 


APPENDIX VII (r) 
QUALIFIED Propucts LISTS 


The policies and procedures covering the preparation, issuance, distribution, 
and use of qualified products are prescribed by the Department of Defense in 
section II, part V, ASPR, and the Manual for Military Qualified Products Lists, 
DSMA M4. Implementation is in Army Regulation AR 715-50, paragraph 16. 

Existing policies permit the inclusion of qualification test requirements in 
specifications only when one or more specified conditions apply. No qualified 
products lists are permitted to be issued unless the requirement for qualifica- 
tion is stated in an applicable military or Federal specification. When the need 
for qualification is established under the prescribed conditions (ASPR, sec. II, 
pt. 5), the requirement is included in the proposed specification for the item. 
Coordination of all proposed specifications with industry is required prior to 
issuance. This coordination serves as the initial notification to industry that 
qualification testing of the product will be required. A paragraph in the note 
section of the specification serves as a continuous reminder to manufacturers 
to submit products for qualification testing. Upon issuance of the specification, 
procurement offices solicit submittal of samples by letter to mailing lists of 
known potential sources in the respective geographical areas, and inform trade 
associations where applicable. The letters to manufacturers outline the condi- 
tions governing qualification (QPL Summary) and urge the early submittal of 
products for qualification testing. 

A central office of the Procurement Division, Deputy Chief of Staff for Lo- 
gistics, monitors the issuance of specifications and qualified products lists pre- 
pared by Army technical services. Qualified products lists issued by the Army 
generally cover items of relatively low dollar value in the materials and com- 
ponent area such as paints, lubricants, adhesives, and electrical or electronic 
components, such as capacitors, resistors, transformers, electron tubes, ete. 
There are.exceptions, such as industrial engines. 

Pursuant to a request from the Select Committee on Small Business to the 
Department of Defense, the Army supplied the Department of Defense with 
information resulting from a sampling of procurement by the technical services 
on qualified products lists for the 4 months of July through October 1956. This 
information provided the Army portion of the data transmitted in the letter of 
February 20, 1957, from the Director for Small Business, Department of De- 
fense, to the Chairman, Select Committee on Small Business, United States 
Senate. The sampling indicates that the dollar volume of the purchases on 
qualified products lists was approximately one-half of 1 percent of the total 
Army procurement expenditure for the period and that the corresponding pro- 
curement actions were less than two-tenths of 1 percent of total procurement 
actions during the period. 

Reference : 

AR 715-50, para. 16 

ASPR, Sect. II, Part 5 

Military Manual DSMA M4 (SR 715-50-30) 

QPL Summary (SR 7715-50-31) 

Ltr frm Mr. Pike to Sen. Sparkman 

Ltr dtd 20 Feb 57 frm Dir. Sm. Bus. (DOD) to Chrmn, Select Cmte 
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APPENDIX VII (s) 
TIME ALLOWED FoR SUBMISSION OF BIDS 


Army policy requires that Invitations for Bids will, as a rule, allow 30 days to 
{Intervene between the date of issuance and the date of opening bids. Exceptions 
to this rule, of course, are necessary in instances where urgency will not permit 
allowance of the 30-day period and in instances where more than 30 days are 
required due to complexity of the item being procured. A period of more or less 
than 30 days may be allowed, but no period of less than 10 days will be designated, 
except in case of an emergency. In such cases of emergency the contracting 
officer is required to submit a certificate to the Office of the Assistant Secretary 
of the Army, showing the reasons why the opening of the bids could not be made 
at a later date. In informal competitive bidding, the time permitted for submis- 
sion of proposals is also dependent upon the circumstances involved. Army 
policy, as in formal procurement, contemplates allowance of adequate time to 
prepare proposals, subject to urgency which may be involved. The flexibility 
of informal competitive bidding procedures permits greater latitude in acceptance 
of proposals than is possible under formal advertising. 

The Army believes that a period of 30 days, as the general rule, is adequate 
for submission of bids. Greater periods of time for this purpose naturally add 
to procurement administrative lead time. Increased lead time requires that 
larger stocks of a given item be carried in Army depots since longer periods of 
time are required for the procurement cycle. ‘This is inconsistent with efforts 
to reduce stock positions to an absolute minimum without jeopardizing supply of 
the Army. 

References: 

ASPR 2-202 
APP 2-202b 


APPENDIX VII (t) 
STATISTICAL DATA 


(Retained in committee files.) 


APPENDIX VII (u) 
PRODUCTION PLANNING For MOBILIZATION REQUIREMENTS WITH PRIVATE INDUSTRY 


American private industry is, and must continue to be, the principal source of 
our wartime materiel. Consequently, the first logistical step in industrial mobili- 
zation planning, after determining the wartime schedule of needs for each item 
of materiel, is to identify the expected and capable producers who niay be called 
upon or can be called upon to produce the item and make the necessary advance 
plans with them with respect to that production. The Production Allocation 
Program is one of the major programs used to accomplish this purpose. This 
program is a cooperative effort between private industry on an entirely \oluntary 
basis and the military departments designed to inform industry in advance of 
mobilization what is to be produced by whom, and in what quantities. This is 
accomplished by the joint development of tentative schedules of production agreed 
to by the producers involved. The acceptance of these schedules is not binding 
on either the Government or management but shows manag?-ment’s ability and 
willingness to produce the item in the event of war. These schedules represent 
planning which may be activated immediately under appropriate regulations in 
the event of mobilization. 

In accordance with Army policy as contained in Army Procurement Procedure, 
section XXX, part 7, paragraph 30—703b, the technical services are insuring, as 
a continuing activity, that the following specific aids to small business are applied. 
to production planning: 

94187—57——-28 
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(a) Small-business specialists assigned to current procurement offices are 
consulted regarding the ability and feasibility of Small Business facilities to 
participate in specified mobilization planning. 

(0) Lists are employed similar to the current bidders’ lists to ascertain 
new sources. 

(c) Planning requirements have been divided into reasonably small lots 
to further the broad base concept and eliminate undesirable industry con- 
centrations for single and multiple item planning. 

(7d) Multischedules are placed to the greatest extent possible, i. e., 5 dif- 
ferent schedules are placed with 5 different suppliers rather than 1 schedule 
with a single supplier for 5 items. 

(e) Consistent with the above avoid wasting skills. Place schedules in 
small facilities where maximum use of available manpower skills and equip- 
ment may be realized. Conversely, reserve large items or difficult masgsg 
production requirements for appropriate large size and volume producers, 

The above policy has been in effect since 1951. The technical services report 
semiannually the number of tentative schedules of production planned with small 
business versus the number planned with big business. This report as of Decem- 
ber 3, 1956, showed a total of 13,386 schedules planned with industry. Or this 
total 9,419 or 70 percent were placed with small-business firms. The following 
table shows the breakdown by technical services: 



























Technical service Small | Big 
business business 





Chemical_- m 82 113 
Engineers. -- : | 6, 600 2, 128 
Ordnance. -- 607 | 927 
Quartermaster ; 2, 057 686 
Signal_ : i : : 65 93 
Transportation jetemaree pauwaics = concuwale 8 20 


dances one i ee ee : = 9, 419 3, 967 


The Army is now limiting production allocation planning to approximately 
1,000 most important end items plus selected components. In the event of mobili- 
zation, small business would of necessity get a greater share of production of 
the items and components not covered by present planning. 


APPENDIx VIII’ 


Material issued by Ordnance Corps on small-business program. 


APPENDIX VIII (a) 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE CHIEF OF ORDNANCE, 
Washington, D. C., January 23, 1957. 
00/7U0-2286 
Subject: Small-business activities. 
To: See distribution below. 

1. Purpose.—The purpose of this circular letter is to (1) reaffirm the Ordnance 
Corps small-business program; (2) define its scope and place responsibility for 
its development and implementation within the corps; (3) outline briefly relations 
with the Small Business Administration in respect to the joint small business 
set-aside program; and (4) highlight current directives and issuances relating 
to the Ordnance Corps small-business program. 

2. Scope.—This letter applies to all Ordnance Corps class II and class IIT in- 
stallations and activities in the continental United States concerned with procure- 
ment and related matters. 

3. Ordnance corps small-business policy.—It is the policy of the Ordnance 
Corps that an equitable opportunity be afforded and that a fair proportion of 
the total military defense program purchases and contracts for supplies and 


1See pp. 97, 107, and 109. 
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services for the Ordnance Corps be placed with small-business concerns. This 
policy is to be followed in the interest of assisting small-business firms and of 
maintaining the industrial base of producers, or in mobilizing the Nation’s full 
productive capacity, when required, whether as prime contractors, subcontractors, 
or suppliers. This policy applies to both advertised and negotiated procurements 
and will be accomplished jointly by Ordnance Corps procurement and small- 
business personnel. 

4. Organizational relationships.—In the discharge of the responsibilities and 
duties relating to small-business matters as outlined in this letter, there is a 
mutual responsibility on the part of (1) each division and staff office of the Office, 
Chief of Ordnance; (2) each operating element of Ordnance Corps class II and 
class III installations and activities; and (8) the Ordnance Corps senior small- 
business specialist and the small-business specialist or representative, to main- 
tain a close relationship in fulfilling the intent and implementation of the Ord- 
nance Corps small-business program. Therefore, all personnel within the 
Ordnance Corps charged with the responsibility of Ordnance Corps procurement 
will continually review the efforts being made by their procurement organization 
to assure that all reasonable steps are being taken to assist small business in re- 
ceiving due consideration, and to see that small-business concerns are given an 
equitable opportunity to qualify as sources of supply and to compete for Ordnance 
Corps procurement and production. 

5. Small-business specialist. 

(a) A small-business specialist is an individual appointed in accordance with 
APP 30-704 and 30—-706c who has been assigned the responsibility for assisting 
small-business concerns to participate in the current Ordnance procurement pro- 
gram. In the Ordnance Corps, small-business specialists are appointed by name, 
and in writing, by the Chief of Ordnance and will be under the direct supervision 
of, report to, and be a staff member of the commanding general or commanding 
officer wherever assigned. The small-business specialist will not be subject to 
the direction of either contracting or technical personnel, and must not be sub- 
merged in a subordinate position. Proper facilities and an adequate staff will 
be furnished small-business specialists, including exhibits of procurement items 
when the procurement mission warrants. 

(b) The small-business specialist will keep the commanding general or com- 
manding officer, where assigned, currently advised on all matters concerning 
small-busines policy, procedures, and practices, develop and maintain cooperation 
between the procuring activity and the Small Business Administration (SBA) 
representative (where assigned in the command-arsenal area), in accordance with 
the provisions of title II, section 214, of the Small Business Act of 1953 
amended 1955. 

(c) The small-business specialist will review in the initial stages of a pro- 
posed procurement action each procurement directive, or procurement subdirec- 
tive received, issued, or to be issued by his office, to evaluate each proposed pro- 
curemént and make recommendations to the contracting officer as to small busi- 
ness participation. In the command-arsenal area, on all proposed procurement 
actions (including classified as well as unclassified) over $10,000, the small- 
business specialist will jointly screen such with the Small Business Administra- 
tion representative for the purpose of jointly determining the procurement for a 
small business “set-aside,” either as a 100 percent or as a partial determination. 
The absence of, or nonavailability of, an SBA representative will not operate to 
obstruct the making of a “small-business set-aside” by unilateral action. 

6. Small business “set-aside” —The entire amount of a procurement will be 
“set aside” for the exclusive participation of small-business concerns where such 
action is determined by a representative of the Small Business Administration 
where assigned and the contracting procurement office, or in the event of the 
nonavailability of a SBA representative, it is determined by the Ordnance Corps 
small-business specialist and the contracting officer on a unilateral basis to be— 

(a) In the interest of maintaining or mobilizing the Nation’s full production 
capacity ; or 

(0) In the interest of war or national defense program. 

When the entire amount (100 percent) of a proposed procurement cannot be 
“set aside” for small business, a portion (partial) of the procurement will be 
“set aside” for the exclusive participation of small business. 

7. Methods of procurement in small-business “set-aside.’-—Total small- 
business ‘‘set-asides’: When a 100-percent small-business set-aside has been 
made as a result of a joint action of the SBA representative and the procure- 
ment contracting office, or by unilateral action, the procurement will be formally 


, as 
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advertised in conformance with section II of the APP, or may be entered into 
by means of negotiation in accordance with section III of the APP, or by a 
method to be known as “small-business restricted advertising.” (Small-business 
restricted advertising, including award of contract thereunder, will be conducted 
in the same way as prescribed for formal advertising under sec. II of the ASPR, 
the APP, and OPI, except that bids and awards will be restricted to small busi- 
ness concerns, and the contract will be awarded pursuant to the authority of 
sec. 214 of the Small Business Act of 1953, as amended 1955.) Small-business 
“set-asides” entered into by negotiation will be in accordance with authority 
contained in title 10, United States Code, section 2304 (a) (1). 

Where bids are received from large business on the “set-aside” (100 percent 
or partial), at prices lower than those quoted by small business concerns, such 
bids by large firms will be regarded as courtesy bids and will be considered non- 
responsive. However, the contracting officer may initiate action for withdrawal 
of the “set-aside” in accordance with APP 30—714e, if he considers the bid from 
large business to be reasonable and not a deliberate attempt to render the small- 
business ‘‘set-aside” invalid. 

8. Partial small-business ‘‘sct-asides.’’—All partial set-asides for small business 
will be procured in the manner provided below: 

(a) Invitations for Bid and Requests for Proposal for the unreserved portion 
will be sent to qualified large- and small-business firms, and will be for not less 
than an economical run, as will also the portion set-aside for small business. 
After award of contract for the unreserved portion (either to large or small 
firm) procurement of the portion “set-aside” will be effected in negotiation pur- 
suant to 8 (c) below. 

(b) Whenever it has been determined to make a partial small business “set- 
aside,” the IFB or RFP covering procurement of the unreserved portion will 
state: 

(1) An additional quantity of a stated amount has been set aside for 
negotiation with small-business concerns exclusively ; 

(2) The right to participate in subsequent negotiations for the quantity 
thus “set-aside” will be conditioned upon the submission of a bid upon the 
items in this procurement at an evaluated unit price within 120 percent of 
the highest awarded contract. 

(c) Negotiation for the procurement of quantities set-aside will be conducted 
only with such responsive responsible small business bidders or offerers as have 
previously submitted bids or proposals on the unreserved quantities and whose 
bids or initial proposals offered an evaluated unit price no greater than 120 per- 
cent of the highest contract awarded. Such negotiation will proceed in the 
following order. 

(1) Among small-business concerns beginning with the bidder or offerer 
which submitted the lowest responsive bid or proposal in connection with 
the unreserved portion (this may result in one small-business concern being 
awarded the entire procurement—both the unreserved portion as well as the 
reserved portion). 

(2) In conducting negotiation for the quantities set aside, it is per- 
missible to reveal the evaluated unit price of the lowest contract awarded 
on the unreserved portion; however, cost or other price data pertaining to 
such contract awarded may not be divulged. 

(3) If the procurement of the entire set-aside portion cannot be effected 
by the method set forth in 8 (c) (1) above, the unplaced portion of the 
set-aside may be procured in the most appropriate manner. Further, should 
there be no small-business bids or offers for the set-aside portion with an 
evaluated unit price within 120 percent of the highest awarded contract for 
the unreserved portion, the set-aside is ineffective and the portion thus set 
aside may be procured in the most effective manner. 

(d) When the procurement of the unreserved quantity has resulted in one 
contract only, or in multple awards all at the same price, awards for quentities 
set aside will be based on an evaluated unit price not in excess of the evaluated 
unit price of the unreserved quantities. 

(e) When the procurement of the unreserved quantities has resulted in multi- 
ple awards at different evaluated unit prices, awards for set-aside quantities will 
be at an evaluated unit price no higher than the highest evaluated unit price 
awarded. (This is Comptroller General decision B-—128955 dated August 31, 
1956, and is contrary to the formula of weighted average unit price determi- 
nation outlined in AR 715-3.) 
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(f) Comptroller General decision B-118825 of November 19, 1954, states that: 
“The resolution of the Procurement Assignment Board, while worded in the 
minutes as an acceptance of the proposal of ———— (company name omitted) 
in fact resulted only in an authorization to the ———— (procuring office name 
omitted) to negotiate a contract with that company, and even though advice as 
to that action was given to ———— (company), by telephone, it is not believed that 
any enforceable rights against the Government were thereby created.” 

APP 3-101b (1) further states: “Contracting officers should conduct contract 
negotiations to the best advantage of the Government. They may bargain with 
any number of interested suppliers at any time prior to the award of a con- 
tract, as deemed desirable and practicable. After receipt of the initial proposals, 
separate negotiations may be conducted with any source of supply submitting 
an offer. The contract should be placed with the supplier making the best final 
proposal and who has the requisite ability to perform.” 

9. Labor surplus area.—In applying the labor-surplus area set-aside policy 
(ASPR-APP-OPI), small-business firms will continue to receive priority atten- 
tion. If the procurement is not suitable for small-business action, it will then 
be considered for a set-aside for placement in a surplus-labor area; however, 
under no circumstance will both a small-business set-aside and a surplus-labor 
area set-aside be made on the same procurement action. 

10. Certificates of Competency.—In the event that a small-business concern, 
in spite of having submitted an otherwise acceptable bid which would nor- 
mally place it in a position to receive an award, has been found deficient in 
eapacity or credit, and for this reason a contemplated award to such a small- 
business concern is being or may be withheld, the Small Business Administration 
will be advised by the initiating (command arsenal) procurement office of the 
circumstances and, except in cases where the contracting officer certifies that 
such time interval will seriously affect the required expeditious award of the 
contract, a period of 10 working days will be allowed in which the SBA may 
exercise its authority to issue a Certificate of Competency (sec. 212 (d) of 
Small Business Act of 1953, as amended 1955). Said “Certificate of Competency” 
is a certification to Government procurement officers by the SBA with respect 
to the competency, as to capacity and credit, of any small-business concern or 
group of concerns to perform a specific Government procurement contract. 

In the event the contracting officer questions the issuance of a proposed 
Certificate of Competency after complete interchange of information, he will 
so notify the SBA representative, stating his reasons, and request that the 
Administrator of SBA consider nonissue or withdrawal of the certificate, and 
that the contracting officer be notified in writing of the action taken. 

In the event that nonissue or withdrawal of the certificate is declined by 
the SBA and a certificate is issued, and the contracting officer then determines 
that acceptance of the certificate would not be in the best interest of the Gov- 
ernment, the following procedure will be followed : 

(a) The contracting officer will withhold award of the contract, pending 
decision of higher authority. 

(b) The contracting officer will promptly forward to the Small Business 
Office, OCO (ORDIB), a written request for withdrawal of the certificate. 
This request will be supported by a complete statement of the facts leading 
to the contracting officer’s decision that a certificate should not be applied. 

(c) The Small Business Office, OCO (ORDIB), if supporting the con- 
tracting officer, will refer the request to the small-business adviser, DCSLOG 
for determination. 

(d) No contract involving a Certificate of Competency issued by the 
SBA will be terminated for default without prior administrative approval 
of the Office, Chief of Ordnance, in coordination with the Administrator 
of SBA, since another Government agency is involved. Requests for ad- 
ministrative approval to terminate contracts for default involving SBA 
certificates of competency will be written and include all pertinent data 
bearing on the case and forwarded to OCO, attention ORDIB. When urgent, 
such request may be teletyped. 

11. Small-business subcontracting.—Implementation of the Ordnance Corps 
small-business policy, that a fair proportion of the total purchases and contracts 
for supplies and services for the Ordnance Corps shall be placed with small- 
business concerns, will be extended to subcontracting by prime contractors. 

Contracting officers will have inserted in all cost-type and fixed-price supply 
and service contracts (other than personal services) and in all construction 
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contracts, in amounts exceeding $5,000 (except those contracts which are to 
be performed substantially outside CONUS), the clause, “utilization of small- 
business concerns,” as set forth in ASPR 7-104.14. This clause requires the 
contractor to subcontract to small-business concerns the maximum amount that 
the contractor finds to be consistent with the efficient performance of his 
contract. 

The contracting officer will urge each business concern receiving a prime 
contract in excess of $1 million, which, in the opinion of the procuring activity 
placing the contract, offers substantial subcontracting possibilities, to establish 
and conduct an effective “defense subcontracting small-business program.” 

Adequate records of the participation by prime contractors in this defense 
small-business subcontracting program will be maintained by the procuring 
activity. It is suggested that such records include. but not be limited to, the 
following: 

(a) Ordnance Corps contract number and date. 

(b) Brief description of item. 

(¢) DOD program number, e. g. A-4—A6 etc. 

(d) Total amount of contract. 

(e€) Total number of subcontracts and amount subcontracted. 

(f) Total number of subcontracts and amount subcontracted to large busi- 
ness. 

(g) Total number of subcontracts and amount subcontracted to small busi- 
ness. 

(h) Total amount subcontracted to prime contractors integrated operations. 
The contracting officer will take such measures as may be necessary to deter- 
mine the adequacy of a prime contractor’s “defense small-business subcontracting 
program,” and, in the event deficiencies are noted, will bring them to the atten- 
tion of the appropriate small-business liaison official of the contractor with an 
appropriate request for corrective action. 

The small-business specialist and/or representative will be utilized to the 
fullest extent in the effective administration of this subcontracting program. 

For the Chief of Ordnance: 

JEAN E. ENGLER, 
Brigadier General, United States Army, 
Assistant Chief of Ordnance. 
Distribution: A 
Less Distr to Continental Armies and Mil Dists of Washington 


APPENDIX VIII (b) 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE CHIEF OF ORDNANCE, 
Washington, D. C., May 4, 1956. 
00/6U 0-17831 
Subject : Ordnance Corps Small Business Program Booklet. 
To: ————- ———. 

1. Attached for your use, reference, and appropriate action is a copy of the 
Ordnance Corps Small Business Program Booklet prepared by the Small Business 
Office, OCO. This booklet contains public laws, Department of Defense directives, 
Department of the Army procedures, and Office, Chief of Ordnance issuances 
affecting small business operations throughout the corps. It also outlines the 
Ordnance Corps small-business program for the balance of fiscal year 1956 and 
for fiscal year 1957. 

2. In presenting this program to you, it is not intended that it be conclusive and 
completely comprehensive in respect to detailed instructions. It will cover broad 
areas as amplified from the basic authorities cited therein, and will be the guide 
line for a continuing small-business program with all personnel within Ordnance 
concerned with procurement actively supporting it. Under each subject heading 
only broad overall objectives will be noted, with items of implementation and 
methods of accomplishment outlined in appendixes, as referenced. 

3. The desire of Ordnance is to carry out the expressed congressional policy, 
that a “fair proportion of the total purchases and contracts for supplies and 
services shall be placed with small business,” and to afford small-business con- 
cerns an equitable opportunity to compete for and qualify as sources of supply 
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for Ordnance Corps procurement. <A review of this booklet by your procure- 
ment and small-business personnel should be of specific value in the administra- 
tion of an active continuing small-business program within your command. 
For the Chief of Ordnance: 
JEAN E. ENGLER, 
Brigadier General, United States Army, Assistant. 
1 Incl 
(1. Booklet not included in this record.) 
JUNE 21, 1957. 
Nore.—Only the Ordnance Corps small-business program and small-business 
specialists functions are submitted from the references of this letter. 


ORDNANCE Corps SMALL BUSINESS PROGRAM 


1. Purpose and Scope. 


a. The purpose of this document is to outline and set forth: 

(1) Ordnance Corps Small Business Program for the establishment of 
a fully integrated and cooperative program of joint activities, directed 
toward the discharge of the common responsibility that a fair proportion of 
the total purchases and contracts for supplies and services for the Corps 
shall be placed with small business concerns. 

(2) Relations with the Small Business Administration. 

(83) Specific duties of Ordnance Corps small business procurement per- 
sonnel. 

(4) The Small Business Policy of the Corps. 

b. It applies to all Ordnance Corps Class II and Class III installations and 
activities in the continental United States concerned with procurement and re- 
lated matters. 

2. General. 

a. Authority. The Ordnance Corps has long recognized the role of Small Busi- 
ness concerns as participants in its military procurement program. This rec- 
ognition implies full cooperation with and assistance to small business concerns 
to the fullest extent, consistent with the national interest and the desires and 
intent of the Congress regarding assistance to small business by Government 
Agencies as outlined in: 

(1) Armed Services Procurement Act of 1947 (PL 413 
as amended, 1955). 

(2) Department of Defense Appropriations Act of 1956, Section 611 
(PL 157—84th Congress). 

(3) Small Business Act of 1953, Title II (PL 163—83d Congress, as 
amended, 1955) (PL 268—S4th Congress). 

(4) Defense Production Act of 1950, as amended 1955 (PL 295—S84th 
Congress). 

(5) Department of Defense Directives 4100.9, 4100.10 and 4100.20. 

(6) Department of the Army Procurement Policy, APP, Section XXX, 
Part tT. 

(7) Armed Services Procurement Regulations, ASPR. 

(8) Ordnance Procurement Instructions, OPI. 

(9) AR 715-8—Department of the Army Small Business Policy. 

Contracts awarded to small business concerns, either as partial or 100% “set- 
asides,” as a result of the application of this Ordnance Corps Small Business 
Program, will be made under the authority of Section 2 (c) (1) of the Armed 
Services Procurement Act of 1947, as amended, and Section 214 of the Small 
Business Act of 1953, as amended 1955. 

b. Implementation. It is not intended that this Ordnance Corps Small Busi- 
ness Program document be conclusive and completely comprehensive in respect 
to detailed instructions. It will cover broad areas as amplified from the basic 
authorities cited above and is to be the guideline of a continuing program with 
all personnel concerned with procurement in the Corps actively supporting the 
program, in order to carry out the expressed Congressional policy, that “a fair 
proportion of the total purchases and contracts for supplies and services shall 
be placed with small business.” All Ordnance Corps personnel charged with 
the responsibility of procurement will continually review the efforts being made 
by their procurement organizations to assure that all reasonable steps are being 
taken to assist small business in receiving due consideration and are given an 





80th Congress, 
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equitable opportunity to compete for and qualify as sources of supply for Ord- 
nance Corps procurement. 

c. Organizational Relationships. In the discharge of the duties relating to 
small business matters, there is a mutual responsibility on the part of each 
Division and Staff Office of the Office Chief of Ordnance, each operating element 
of the Ordnance Class II and Class III installations and activities, and the 
Ordnance Corps Small Business Advisor and the Small Business Specialists, 
to maintain a close relationship in fulfilling the intent of this Ordnance Corps 
Small Business Program. (Ordnance Corps Order 35-55 dated 13 September 
1955 and Ordnance Corps Memorandum dated 2 August 1955.) 


8. Program. 


a. Introduction. In arranging this document, the following basic conclusion 
was made and followed. Under each subject heading only broad overall objee- 
tives would be noted with items of implementation and methods of accomplish- 
ment contained in appendices, as referenced. 

b. Statement of Ordnance Policy. It is the policy of the Ordnance Corps that 
a fair proportion of the total purchases and contracts for supplies and services 
for the Ordnance Corps will be placed with small business concerns. This 
policy is to be followed in the interest of assisting small business and of main- 
taining the industrial base of producers, or in mobilizing the nation’s full pro- 
ductive capacity, when required, whether as prime contractors, subcontractors, 
or suppliers. This policy applies to both advertised and negotiated procurements 
and will be accomplished jointly by Ordnance Corps procurement and small 
business personnel. 

c. Objective. In implementing and accomplishing the above Ordnance Corps 
stated policy, all Ordnance Corps procuring activities will give particular atten- 
tion to the following in effecting procurement : 

(1) The greatest possible integration of current procurement contracts 
with the industrial mobilization program and the accepted schedules of 
production ; 

(2) The equitable distribution of procurement contracts among the maxi- 
mum number of competent qualified suppliers ; 

(3) The utilization of existing open industrial capacity to the maximum. 
Expansion of facilities should not be authorized when open capacity is avail- 
able and can be found. Whenever time permits, and in order to maintain 
the mobilization base, additional contractors should be utilized in lieu of 
multi-shift or overtime operations; 

(4) The fullest possible use of small business concerns ; 

(5) The utilization, whenever possible, in negotiation of multiple awards; 

(6) The aggressive encouragement or requirement of subcontracting by 
prime contractors ; 

(7) The provision of maximum incentive to the producer for the reduction 
of his costs; 

(8) The placement of contracts with a view to (i) relieve concentration 
and (ii) promote economies in the use of transportation facilities ; 

(9) The utilization of manpower in distressed labor areas; 

(10) The preservation of special skills and abilities for the more difficult 
production tasks; 

(11) The judicial use of the Joint Small Business “Set-Aside” Program 
(100% or partial) in cooperation and conjunction with the Small Business 
Administration, in assisting small business concerns; 

(a) results in a benefit to small business as a whole and will not 
merely benefit one small firm at the expense of another small firm; 

(b) produces benefits for small business which are worthwhile when 
compared to the costs in effort and money ; 

(c) recognizes that the primary responsibility of the Ordnance Corps 
in securing contract performance on deliveries at the time, in the 
quantity, and of the quality required by the defense program; and 

(d) will, if possible, result in benefits to the Ordnance Corps such as 
additional sources of supply or more efficient or better dispersed sources, 
saving on costs of procurement, a more harmonious relationship be 
tween the Corps and its sources, more efficient procedures, or other 
operational advantages. 

(12) Use of the Ordnance Corps Small Business “Set-Aside” Program. 

(13) Assurance that small business concerns get an equitable opportunity 
to compete and that a fair proportion of Ordnance procurement channels 
into small business firms. 
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(14) Maximum dissemination of procurement information. 

(15) Development and application of statistical information on small 
business. 

d. Methods of Accomplishment. 

(1) It is considered that a “fair proportion” of the total purchases and 
contracts for supplies and services for the Ordnance Corps to be placed 
with small business is attained when the proportion which small business 
firms can win in open competition, having been given an equitable oppor- 
tunity to compete, whether the procurement is by formal advertising or by 
negotiation. 

(2) An equitable opportunity to compete is attained when: 

(a) The bidders’ mailing list for the item includes the names of such 
established or potential small business suppliers as have made accept- 
able application for inclusion in the list; 

(b) The IF'B’s or RFP’s are sent to all firms, large and small, on the 
list; or 

(c) The rotation of bidders’ list is used, then the selected portion 
must include a pro rata percentage of small business firms among the 
bidders solicited. 

(d) The quantity of the item being procured is appropriate for par- 
ticipation by small business, or the IF'B’s or RFP’s permit bidding on 
partial quantities. 

(e) Specifications are current. 

(f) Drawings are available, complete and legible. If not available 
to the prospective bidders it will be so stated in the Invitation for Bids 
or Requests for Proposals, and it will be indicated where the drawings 
are accessible for review. 

(g) Delivery schedules are reasonable. 

(h) Sufficient time is allowed for the preparation and submission of 
a responsive bid or proposal. 

(i) Proposed procurements, whether formally advertised or negoti- 
ated, are publicized in the Department of Commerce Synopsis of U. 8. 
Government, Proposed Procurement, Sales and Contract Awards in ac- 
cordance with the ASPR, APP and OPI. A copy of the IFB’s or 
RFP’s, as well as copies of Department of Commerce Synopsis will be 
displayed in a central location in each purchasing office readily accessi- 
ble to prospective bidders. 

(j) The definition of a fair proportion based upon the definition of 
an equitable opportunity shall not in itself be used as a reason for re- 
fusing to make a small business set-aside as provided in APP 30-7140 
(3). 

(3) Maximum use of available industrial capacity, including subcontract- 
ing possibilities, recommending use of Certificates of Necessity only in those 
cases where necessary industrial capacity is not available. 

(4) Appointment of Ordnance Corps Small Business Specialists to assist 
small business to participate in Ordnance Corps procurement. 

(5) Adoption of a broad publicity program covering (i) objectives of 
maintaining the industrial base of suppliers, (ii) purchase methods and 
practices, (iii) aides to small business, (iv) number and dollar amounts 
of prime contracts and subcontracts awarded to small business, and (v) 
the desirability and extent of subcontracting. 

(6) The general principles of the Ordnance Corps Small Business Policy, 
providing for giving a small business firm an equitable opportunity to com- 
pete for a fair share of the Ordnance Corps procurement of supplies and 
services, shall be extended to and included in mobilization and production 
planning. 

(a) Small Business Specialists at procurement offices shall be con- 
sulted by industrial mobilization and production planning personnel re- 
garding the feasibility of the inclusion of small business facilities to 
participate as planned suppliers in specified mobilization or production 
planning. 

(b) Procurement under planned requirements will be reviewed to as- 
certain the practicability of being divided among several producers to 
further or maintain the broad base concept and eliminate undesirable 
industry concentrations for single or multiple item planning. 

(7) Coordination with Ordnance Corps small business personnel will be 
established in the initial stages of all procurement actions. 
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(a) The primary consideration of the Ordnance Corps shall be that 
of securing performance or deliveries at the time, in the quantity, and 
of the quality required by the Defense program, and nothing herein 
stated shall detract from this consideration. 

(b) The Department of Defense Appropriations Act of 1956 (PL 
157—S84th Congress) states: “No funds herein appropriated shall be 
used for the payment of a prime differential on contracts hereafter 
made for relieving economic dislocations.” 

(8) Subcontracting will be accomplished by measures designed to assure 
that small business concerns are afforded an equitable opportunity to com- 
pete for defense subcontracts within their capabilities (AR 715-3). 

(9) Consultation and cooperation with the Small Business Administration 
in assisting small business concerns to participate in defense procurement 
(Joint Small Business Set-Aside Program). All policies and programs to- 
ward this end suggested by the Small Business Administration will be given 
due consideration. 

(10) Screening of procurement in accordance with procedures outlined in 
the APP and AR 715-3. 

(11) Ordnance Corps Small Business Set-Aside Procedure (APP 30- 
714d). 

(12) Establishment and maintenance of a prime contractor’s small busi- 
ness subcontracting program (DOD Directive 4100.20 and AR 715-3). 

(13) Review, study and reappraise items of procurement which are con- 
sidered to be ouside the area of accomplishment by small firms, for the 
purpose of enlarging the area of potentiality for small concerns to compete. 

e. Ordnance Corps Implementation. To effectively accomplish and implement 
the stated program and objectives in b., ¢., and d. above, the areas of involvement 
within the Corps have been broken down into the following categories : 

(1) Small Business Functions, Office Chief of Ordnance. 

(2) Small Business Functions at Ordnance Commands and Arsenals. 

(3) Small Business Functions at Ordnance District Offices. 

(4) Small Business Functions at other Ordnance Corps Installations 
(Depots, GOCO’s and GOGO’s). 

(5) Such other applicable Ordnance Corps policies and procedures. 

f. Program for the Accomplishment and Support of the Small Business 
Program. 

(1) The principal functions to be performed, during the balance of FY 
56 and for FY 57, for the support and effective operation of the Ordnance 
Corps Small Business Program, are outlined in the references above as 
duties in the command, arsenal, district, depot and GOCO-GOGO areas, 
These duties are based on overall objectives and are formulated to produce 
a continuing increased participation by small business concerns in the overall 
Ordnance Procurement and Production Program. By monitoring and con- 
scientiously pursuing the Ordnance Corps Small Business Program, it is 
believed that small business participation in Ordnance procurement and 
production will increase in dollar volume for the Corps. 

(2) Following are significant items for the effective accomplishment of 
program objectives: 

(a) Close coordination between Ordnance Corps procurement and 
small business personnel. 

(b) Increased interest and effort devoted by the Small Business 
Specialists at commands and arsenals toward full implementation of the 
SBA-Ordnance Corps Joint Small Business Set-Aside Program (APP 
30-714, and the Ordnance Corps Small Business Set-Aside Program 
(APP 30-714 and AR 715-3). 

(c) Continued review and reappraisal of Ordnance procurement items 
which are now considered to be outside the area of small business accom- 
plishment, so that reclassification can be considered to enlarge the 
potential for small business participation. 

(d) Continued effort by the Small Business Specialists at Ordnance 
Corps District Offices, Depots, GOCO and GOGO Plants to qualify small 
business sources of supply for the purpose of purifying and enlarging 
bidders’ lists. 

(e) A Small Business Conference scheduled for September or October 
1957. 

(f) Continued encouragement of Small Business Council meetings 
(formerly AFRC (APP 30-712) ) between industry and Armed Services 
Procurement personnel. 
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(g) Initiate and incorporate into annual IG inspections a Small 
Business Section. 


4. Small Business Administration. 


a. Mission. Section 212 of the Small Business Act of 1953, as amended out- 
lines and states the mission of the Small Business Administration and its rela- 
tionship to Government Agencies. 

“The Administration shall have the power, and it is hereby directed, 
whenever it determines such action is necessary: 

“a. to consult and cooperate with officers of the Government having pro- 
curing powers, in order to utilize the potential productive capacity of plants 
operated by small business concerns; 

“b. to obtain information as to methods and practices which Government 
prime contractors utilize in letting subcontracts and to take action to en- 
courage the letting of subcontracts by prime contractors to small business 
concerns at prices and on conditions and terms which are fair and equitable; 

“ce, to determine within any industry the concerns, firms, persons, corpora- 
tions, partnerships, cooperatives or other business enterprises, which are to 
be designated ‘small business concerns’ for the purpose of effectuating the 
provisions of this title; and to carry out this purpose, the Administrator, 
when requested to do so, shall issue in response to each such request an 
appropriate certificate certifying an individual concern as a ‘small business 
concern’ in accordance with the criteria expressed in this Act. Any such 
certificate shall be subject to revocation when the concern covered thereby 
ceases to be a ‘small business concern’ ; 

“d. to certify Government procurement officers with respect to the com- 
petency, as to capacity and credit, of any small business concern or group 
of such concerns to perform a specific Government contract ; 

“e. to obtain from any Federal Department, Establishment, or Agency 
engaged in procurement or in the financing of procurement or production 
such reports concerning the letting of contracts, and subcontracts, and 
making of loans to business concerns as it may deem pertinent in carrying 
out its functions under this title; 

“f. to obtain from suppliers of materials information pertaining to the 
method of filling orders and the bases for allocating their supply, whenever 
it appears that any Small business is unable to obtain materials from its 
normal sources for war or defense production ; 

“g, to make studies and recommendations to the appropriate Federal 
Agencies to insure that a fair proportion of the total purchases and contracts 
for supplies and services for the Government be placed with small business 
enterprises, to insure that a fair proportion of Government contracts for 
research and development be placed with small business concerns, and to 
insure a fair and equitable share of materials, supplies and equipment to 
small business concerns to effectuate war or defense programs ; 

“h. to consult and cooperate with all Government agencies for the pur- 
pose of insuring that small business concerns shall receive fair and reason- 
able treatment from such agencies; and 

“i. to establish such advisory boards and committees wholly representa- 
tive of small business as may be found necessary to achieve the purpose of 
this title.” 

Further, Section 214 of the Act states: 
“To effectuate the purposes of this title, small business concerns within 
the meaning of this title shall receive any award or contract, or any part 
thereof, as to which it is determined by the Administration and the con- 
tracting agency (A) to be in the interest of maintaining or mobilizing the 
nation’s full productive capacity, or (B) to be in the interest of war or 
national defense programs.” 

b. Relationships with Ordnance Corps. The Small Business Administration 
(SBA) will consult and cooperate with Ordnance Corps procurement and small 
business personnel in assisting small business concerns to participate in 
Ordnance Corps procurement. All policies and programs toward this end sug- 
gested by the SBA will be given due consideration, providing such suggestions 
will: 

(1) Result in a benefit to small business as a whole and will not merely 
benefit one small firm at the expense of another small firm; 

(2) Produce benefits for small business which are worthwhile when com- 
pared to the costs in effort and money ; 
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(3) Recognize that the primary consideration and procurement responsi- 
bility of the Ordnance Corps is securing contract performance or deliveries 
at the time, in the quantity, and of the quality required by the defense 
program ; and 

(4) Will result, if possible, in benefits to the Ordnance Corps such as 
additional sources of supply or more efficient or better dispersed sources, 
or such as savings on costs of procurements, a more harmonious relationship 
between Ordnance and its sources, more efficient procedures, or other opera- 
tional advantages. As a matter of general procedure, proposals generated 
by the SBA which are adopted will be implemented in the same manner as 
Ordnance Corps staff proposals. 

Small Business Administration may assign one or more representatives to 
major purchasing offices of the Ordnance Corps. Such representatives will be 
known as SBA Representatives. In furtherance of the Small Business Act 
of 1953, as amended, and the Ordnance Corps program of assistance to small 
business, Ordnance personnel will cooperate with the SBA Representative to 
the maximum extent practicable. SBA Representative assigned to Ordnance 
Corps major purchasing offices will be security cleared by the Office Chief of 
Ordnance prior to assignment and will be oriented by the respective office where 
assigned. Procurement action relationships of the SBA Representatives with 
Ordnance Corps procuring activities will be only through the Ordnance Corps 
Small Business Specialist. 

Contact, negotiation and finalization with the SBA on matters of major policy 
and procedure will be only at the Department of the Army level. All such 
matters will be referred for appropriate action to the Department of the Army 
Small Business Advisor, DCSLOG through established channels. This includes 
requests for statistical information as outlined in AR 715-3. 


c. Operational Procedures. 

(1) The Ordnance Corps procuring activity will afford to the Small 
Business Representative, SBA, where assigned, upon request, an oppor- 
tunity to inspect, study and transcribe information from established 
bidders’ mailing lists for the purpose of ascertaining completeness and 
applicability of such lists and for the recommendation of additional quali- 
fied small business concerns to the list. 

(2) Ordnance procuring activities through the Ordnance Corps Small 
Business Specialists, will afford the SBA Representative assigned to such 
activities an opportunity to jointly screen with the Small Business Specialist 
all procurements prior to issuance of IFB’s RFP’s or notices of intent to 
purchase of $10,000 and over, except those procurements itemized in APP 
30-714a, for the purpose of making such small business joint set-asides, 
as outlined in APP 30-714, operational procedures. 

(3) The SBA has the authority, under the Small Business Act of 1953, 
as amended, to certify to Government procurement officers with respect 
to the competency, as to capacity and credit of any small business concern 
or group of such concerns to perform a specific Government procurement 
contract. Contracting officers will accept Certificates of Competency from 
the Small Business Administration as conclusive without requiring the 
meeting of any other requirement, with respect to capacity and credit 
(APP 30-715, Certificate of Competency, and AR 715-3). 

(4) The Small Business Administration is empowered by the Small 
Business Act of 1953, as amended, to determine the concerns which are 
to be designated “small business concerns” for the purposes of the Act. 
Such determinations, when made, shall be accepted by the Ordnance Corps; 
nevertheless, in the absence of such a determination, Ordnance Corps Con- 
tracting Officers will observe the definition of small business concern as 
stated in the APP. 


ORDNANCE Corps SMALL BUSINESS FUNCTIONS—OFFICE CHIEF OF ORDNANCE 


SMALL BUSINESS OFFICE 


Chief, Small Business Office, OCO 


1. Responsibility. Serves as technical consultant to the Chief of Ordnance 
and Chiefs of Industrial and Research and Development Divisions, OCO, on all 
Ordnance Corps small business matters. As Chief of the Small Business Office, 
OCO plans and directs the Ordnance Corps Small Business Program, to insure 
that small business is given an equitable opportunity to participate to the fullest 
possible extent in the Ordnance Corps Procurement and Production Program. 
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Directs and supervises the activities of the Ordnance Corps Small Business 
Specialists located at Ordnance Corps Class II and Class III installations and 
activities, under technical direction of the Office Chief of Ordnance. 

2. Major Duties. As Chief, Small Business Office, OCO, and within the broad 
limitations established by the Department of the Army and the Chief of 
Ordnance: 

a. Develops and recommends policies and procedures in evaluating and 
administering an effective small business program throughout the Corps; 

b. Interprets Department of the Army policy and guidance on small 
business matters provided by higher staff echelons and, in turn, provides 
appropriate policy guidance to the affected elements of Ordnance; 

c. Provides technical advice, assistance and information relative to the 
small business program to other segments of the Office, Chief of Ordnance, 
higher authority, other major services of the Department of Defense and 
other agencies of the Government ; 

d. Provides staff supervision and guidance to Ordnance Corps Small 
Business Specialists through the operating control channels established by 
Ordnance Corps Order 14-55; 

e. Coordinates with and assists business and industrial organizations on 
Ordnance Corps small business matters to encourage the participation of 
small business concerns in the Ordnance Corps procurement and production 
program; 

f. Visits field installations to assist in the resolution of procedural diffi- 
culties, provides guidance and direction to installation small business 
activities and reviews and evaluates the accomplishments of the program 
at field installations ; 

g. Prepares proposals for the Army Small Business Advisor, when con- 
sidered necessary, for changes in policy and/or procedures which will permit 
greater participation by small business ; 

h. As a member of the Army Small Business Council— 

(1) Serves as advisor to the Army Small Business Advisor on all 
small business policy and procedures which affect the Ordnance Corps, 
in order to assist in developing unity of action on small business matters ; 

(2) Attends Congressional hearings, when requested, which are con- 
cerned with small business matters, prepared to present the Ordnance 
Corps Small Business Program, policy and procedures, and to answer 
questions pertaining thereto, if required ; 

(3) Presents special problems of the Ordnance Corps to the Secre- 
tarial level and Deputy Chief of Staff for Logistics, setting forth their 
impact on small business and the relationship with the Small Business 
Administration ; 


ORDNANCE Corps SMALL BUSINESS FUNCTIONS 
COMMAND—ARSENAL 


1. Responsibility. Designated representative of the Chief of Ordnance for 
small business and serves as technical consultant on small business matters 
to the Commanding General, or Commanding Officer at the command or arsenal 
where designated, and has staff supervision over Ordnance Corps Small Business 
Specialists located in GOCO-GOGO Plants under installations’ command. Based 
on broad overall small business policies of the Ordnance Corps and the Depart- 
ment of the Army, plans and directs small business activities within his assigned 
area, to insure that small business concerns are given an equitable opportunity 
to compete to the fullest possible extent in the procurement and production of 
Ordnance materiel, including research and development studies as assigned to 
the command or arsenal. In the interest of assisting small business, and of 
maintaining the industrial base of producers, or in mobilizing the nation’s full 
productive capacity, when required, assures that a fair proportion of the total 
purchases and contracts for supplies and services for the Corps shall be placed 
with small business concerns, whether as prime contractors, subcontractors or 
suppliers. This applies to both advertised and negotiated procurement Is the 
local authority for all matters concerning small business, including liaison with 
Small Business Administration Representatives and other Government agencies, 
and provides information and advice to small business concerns in connection 
with preparing Invitations for Bids, Requests For Proposals, and to assist in 
accomplishing contracts. Advises the contracting officer on selection of bidders. 
Determines the concerns that meet the criteria of “small business” and estab- 
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lishes and maintains target objectives which will insure an equitable portion 
of the Ordnance procurement program going to small business concerns. Par- 
ticipates as a voting member on Board of Contract Awards and other boards 
concerned with procurement. Is the focal point for advice, counsel, and assist- 
ance to small business concerns with regard to methods of financing, management 
and technical assistance. 


2. Major Duties. 


a. Serves as the Small Business Advisor to the Commanding General 
or Commandinz Officer of the procuring activity where appointed on all 
matters concerning small business policy, procedure and practices, to 
develop and maintain cooperation between the procuring activity and the 
Small Business Administration Representative, in accordance with the 
provisions of Title II, Section 214 of the Small Business Act of 1953, as 
amended. 

b. Reviews at initiation of procurement action each procurement direc- 
tive or procurement sub-directive issued, or to be issued, by his office, to 
evaluate each procurement and make recommendations as to small busi- 
ness participation. On all proposed procurement actions over $10,000 
jointly screens such with the Small Business Administration (SBA) Rep- 
resentative, for the purpose of jointly determining the procurement for a 
“small business set-aside,” either as a 100% determination or as a partial 
“set-aside.” 

ec. Serves as a focal point to which small business concerns may make 
or direct inquiry concerning participation in the Ordnance procurement 
program. 

d. Furnishes counsel and guidance to small business concerns on policy, 
procedure and methods involved with which compliance is necessary in 
order to assure small business firms an equitable opportunity to become 
responsive and responsible suppliers on appropriate bidders’ lists. 

e. Initiates, maintains and assures purification of current bidders’ lists 
and assures that mailing lists for the item to be procured includes the 
names of such established or potential small business suppliers as have 
made acceptable application for inclusion on the list. 

f. Assures that all Invitations for Bids or Requests for Proposals are 
sent to all the firms, large and small, on the list. When rotation of list is 
used, assures that a pro-rata percentage of small business firms are 
solicited. 

g. Assures that the quantity of the item being procured is appropriate 
for participation by small business firms or that the IFB or RFP permits 
bidding on partial quantities. 

h. Assures that delivery schedules are realistic and reasonable. 

i. Assures that specifications are current and clear, and that drawings 
are legible, complete and available. 

j. Assures that sufficient time is allowed for the preparation and submis- 
sion of a bid or proposal. 

k. Assures that proposed procurements, whether formally advertised or 
negotiated, where applicable, are publicized in the Department of Com- 
merce Synopsis of U. S. Government Proposed Procurement, Sales and 
Contract Awards. 

l. Reviews all procurement under planned requirements to ascertain the 
practicability of being divided among several producers to further or main- 
tain the broad base concept and eliminate undesirable industry concen- 
tration. 

m. Consults with industrial mobilization and production planning per- 
sonnel regarding the feasibility of the inclusion of small business facilities 
to participate as planned suppliers in mobilization or production planning 
programs. 

n. Prepares proposals for the Chief, Small Business Office, OCO when 
considered necessary for changes in policy and/or procedures which will 
permit greater participation by small business. 

0. Maintains liaison and exchanges information with respect to both 
policy and procedure with all other local and government agencies, for the 
purpose of rendering the maximum amount of assistance to small business. 

p. Examines all procurement directives, procedures and policies, in order 
to determine the opportunities for small business in current procurement 
planning and industrial mobilization plans. 
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q. Initiates programs, where required, to discover additional competent 
and responsible small business sources to meet current and anticipated 
requirements. 

r. Consults with procurement commodity specialists and research and 
development personnel to insure that when changes in specifications or 
deviations therefrom are made or permitted, which makes production feasi- 
ble for small business, they are fully recognized on future procurements. 

s. Reviews and analyzes copies of procurement action reports, DD 350 
and DA 377, for the purpose of (i) ascertaining subcontract possibilities for 
small business and (ii) to insure completeness of entries. 

t. Reviews the file of any procurement which is referred to the Small 
Business Administration, in accordance with APP 380-715 (subject—Certifi- 
‘ate of Competency), “Notification to Small Business Administration.” 

u. Discusses with and advises representatives of small business concerns 
whether it is to be best interests of their concerns to attempt to compete for 
a prime contract or to adapt their production facilities mainly to subcon- 
tracting. 

v. Discusses with the contracting officer the extent and capacity, equip- 
ment, manpower availability, and management skill of small business con- 
cerns. Recommends their possible use in procurement programs, and where 
prime contractors require additional equipment will recommend against 
supplying this equipment, whenever it is believed the work will sufficiently 
and adequately subcontract to small business. 

w. Participates as a voting member, when both large and small business are 
involved, in meetings of Boards of Contract Awards and other boards con- 
cerned with procurement (Review Boards, Default Boards, Purchase As- 
signment Boards, etc.) where such boards have been or may be established. 

x. Reviews all resquests from contractors in connection with the issuance 
of Certificates of Necessity, Defense Order Priorities and Allocations, ratings, 
financing, furnishing of Government equipment and other measures, making 
appropriate recommendations to the contracting officer which will assist 
small business concerns in converting and equipping their plants for the 
accomplishment of Ordnance production. 

y. Assists the contracting officer in initiating “Defense Subcontracting 
Small Business Program” with prime contractors obtaining a prime contract 
in excess of $1,000,000 which offers substantial subcontracting possibilities. 
Where applicable, will review adequacy of a prime subcontractor’s small 
business program, maintaining adequate records of the extent of participa- 
tion. 

z. Assists the contracting officer in administering and implementing Labor 
Surplus Area Policies (ODM Policy #4) as outlined in the ASPR and APP. 

aa. Maintains sample display or item exhibit rooms, to assist small busi- 
nes ssuppliers who wish to examine typical products or component parts 
procured by the Ordnance Corps. 

ab. Assists in maintaining and keeping current centrally located IFB and 
RFP Bid Board Display. 

ac. Performs such other duties as may be required or assigned relating to 
small business matters. 


ORDNANCE Corres SMALL BUSINESS FUNCTIONS 
ORDNANCE DISTRICT OFFICES 


1. Responsibility. Designated representative of the Chief of Ordnance for 
small business and serves as technical consultant on small business matters to 
the Commanding Officer of the District Office where assigned, and, where ap- 
plicable, has staff supervision over Ordnnace Corps Specialists appointed in 
GOGO and GOCO plants under the command of the District. Based on broad 
overall small business policies of the Ordnance Corps and Department of the 
Army, plans and directs small business activities within his assigned area, to 
insure that small business concerns are given an equitable opportunity to com- 
pete to the fullest possible extent in the procurement and production of Ord- 
nance materiel, including research and development studies as assigned to 
the district office. In the interest of assisting small business, and of maintaining 
the industrial base of producers, or in mobilizing the nation’s full productive 
capacity, when required, assures that a fair proportion of the total purchases 
and contracts for supplies and services for the Corps shall be placed with small 
business concerns, whether as prime contractors, subcontractors or suppliers. 
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This applies to both advertised and negotiated procurement. Is the local author- 
ity for all matters concerning small business, including liaison with the Small 
Business Administration Representatives and other government agencies, and 
provides information and advice to small business concerns in connection with 
preparing Invitations for Bid, Requests for Proposal, and to assist in accomplish- 
ing contracts. Advises the contracting officer on selection of bidders. De- 
termines the concerns that meet the criteria of “Small Business” and establishes 
and maintains target objectives which will insure an equitable portion of the 
procurement program going to small business concerns. Participates as a voting 
member on the Board of Contract Awards and other boards concerned with pro- 
curement. Is the focal point for advice, counsel, and assistance to small business 
concerns with regard to methods of financing, management and technical assist- 
ance. 


2. Major Duties. 

a. Serves as the Small Business Advisor to the Commanding Officer where 
assigned on all matters concerning small business policy, procedures and 
practices, to develop and maintain cooperation between the procurement 
activity, small business concerns, and the Small Business Administration, in 
accordance with the provisions of Title II, Section 214 of the Small Business 
Act of 1953, as amended. 

b. Maintains liaison and exchanges information in respect to both policy 
and procedure with all other local and government agencies, for the purpose 
of rendering the maximum amount of assistance to small business. 

ec. Serves as a focal point to which small business concerns may make or 
direct inquiry concerning participation in the Ordnance Procurement Pro- 
gram. 

d. Examines procurement directives, procedures and policies, to determine 
opportunities for small business in current planning and industrial mobil- 
ization plans. 

e. Initiates programs, where required, to discover additional competent 
and responsible small business sources, to meet current and anticipated 
requirements. 

f. Assures the Ordnance bidders’ list for the item to be procured includes 
the names of such established or potential small business suppliers as have 
made acceptable application for inclusion in the list. Cooperates with the 
command or arsenal in supplementing master bidders’ lists for the item to 
be procured. 

zg. Reviews all procurement directives issued or to be issued by his office 
to evaluate each procurement and makes recommendations to the Command- 
ing Officer and initiating source as to small business participation. 

h. Observes the effect of current procurement on the amount of small 
business participation in procurement, and recommends to the appointing 
authority, attention Small Business Advisor, changes to increase the amount 
of such participation. 

i. Consults with procurement commodity specialists and research and 
development personnel, to insure that when changes in specifications, or 
deviations therefrom, are made, or permitted which makes production 
feasible for small business, they are fully recognized on future procurements. 

j. Furnishes counsel and guidance to small business concerns on policy, 
procedure and methods involved, with which compliance is necessary, in 
order to assure small business firms of an equitable opportunity to become 
responsive and responsible suppliers on appropriate bidders’ lists. 

k. Discusses with and advises representatives of small business concerns 
whether it is to the best interest of their concerns to attempt to compete 
for a prime contract or to adapt their production mainly to subcontracting 
where many of the risks of a prime contractor would be eliminated. 

1. Discusses with the Contracting Officer the extent and capacity of equip- 
ment, manpower availability, and management skills of small business con- 
cerns, and where prime contractors require additional equipment will recom- 
mend against supplying such new equipment, whenever it is believed the 
work can be sufficiently and adequately subcontracted to small business. 

m. Reviews and analyzes copies of procurement action reports (DD 350 
and DA 377) for the purpose of (i) ascertaining subcontract possibilities 
for small business, and (ii) to insure completeness of entries. 
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n. Participates as a voting member, when both large and small concerns 
are involved, in meeting of Boards of Contract Awards and other boards 
concerned with procurement (Review Boards, Default Boards, etc.) where 
such boards have been or may be established. 

o. Reviews all requests from contractors in connection with the issuance 
of Certificates of Necessity, Defense Order Priorities and Allocation ratings, ~ 
financing, furnishing of Government equipment and other measures, making 
appropriate recommendations to Contracting Officer which will assist small 
business concerns in converting and equipping their plants for the accom- 
plishment of Ordnance production. 

p. Assists the Contracting Officer in initiating “Defense Subcontracting 
Small Business Program” with prime contractors obtaining a prime contract 
in excess of $1,000,000 which offer substantial subcontracting possibilities. 
Where applicable, will review adequacy of a prime contractor’s small busi- 
ness program, maintaining adequate records of the extent of participation. 

q. Assists the Contracting Officer in administering and implementing 
Labor Surplus Area Policies (ODM Policy #4) as outlined in the ASPR and 
APP. 

r. Maintains sample display or item exhibit rooms, to assist small business 
suppliers who wish to examine typical products or component parts pro- 
cured by the Ordnance Corps. 

s. Maintains and keeps current centrally located IFB and RFP Bid Board 
Display. 

t. Performs such other duties as may be required or assigned, relating 
to small business matters. 


ORDNANCE CoRPS SMALL BUSINESS FUNCTIONS 
DEPOTS, GOCO—GOGO 


1. Responsibility. Is designated an Ordnance Corps Small Business Specialist 
by and for the Chief of the Procuring Activity, or the Commanding Officer of the 
installation concerned, to serve as technical consultant on small business matters 
to the Commanding Officer. Is the focal point for advice, counsel and assistance 
to small business concerns, to insure that small business concerns are given an 
equitable opportunity to compete to the fullest possible extent in the procurement 
and production of Ordnance materiel and supplies, including research and devel- 
opment, as assigned to the installation. Is the local authority for matters con- 
cerning small business and provides information and advice to small business 
concerns in connection with preparing Invitations for Bid, Requests for Proposals 


and to assist in accomplishing contracts. 


2. Major Duties. 

a. Serves as the small business advisor to the Commanding Officer of the 
procuring activity, where assigned, on all matters concerning small business 
policy procedure and practices, to develop and maintain cooperation between 
the procuring activity and the Small Business Administration, where appli- 
cable, in accordance with the provisions of Title II, Section 214 of the Small 
Business Act of 1953, as amended. 

b. Serves as a focal point to which small business concerns may make 
or direct inquiry concerning participation in the Ordnance procurement 
program. 

ce. Furnishes counsel and guidance to small business concerns on policy, 
procedure, and methods involved with which compliance is necessary, in 
order to assure that small business firms have an equitable opportunity to 
become responsive and responsible suppliers on appropriate bidders’ lists. 

d. Maintains liaison and exchanges information with respect to both 
policy and procedure with all other Government Agencies for the purpose 
of rendering the maximum of assistance to small business. 

e. Discusses with and advises representatives of small business concerns, 
whether it is to the best interest of their concerns to attempt to compete for 
a prime contract or to so adapt their production facilities mainly to sub- 
contracting. 

f. Performs such other duties as may be required or assigned relating 
to small business matters. 


94187—57——_29 
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APPENDIx VIII (c) 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE CHIEF OF ORDNANCE, 
Washington, D. C., September 138, 1955. 
Ordnance Corps Order 
Number 35-55 
ORDNANCE Corps SMALL BUSINESS FUNCTIONS 


1. Purpose. The purposes of this order are to: 

a. Assign specific responsibilities to the Chief of Industrial Division, 
OCO, with respect to the Small Business Assistance Program. (The 
Small Business Assistance Program is a portion of Ordnance Program 9, 
Procurement, responsibility for which is assigned to the Chief, Industrial 
Division, OCO by Ordnance Corps Order 14-55, 1 June 1955, Command 
and Staff Responsibility, Office, Chief of Ordnance.) 

b. Outline functions thereunder to be accomplished by the Chief, 
Small Business Office, Industrial Division, OCO. 

2. Responsibilitics. The Chief, Industrial Division, OCO, is assigned respon- 
sibility and delegated authority to direct the Ordnance Corps implementation of 
the Department of the Army Small Business Assistance Program. 

3. Small Business Office Functions. The Chief, Small Business Office, Indus- 
trial Division, OCO is responsible for: 

a. Assisting the Chief, Industrial Division, OCO in: 

(1) Developing and recommending policies and procedures in evalu- 
ating and administering an effective small business program throughout 
the Ordnance Corps: 

(2) Interpreting D/A policy and guidance on small business matters 
provided by higher staff echelons and, in turn, providing appropriate 
policy guidance to the affected elements of Ordnance ; 

(3) Providing technical advice, assistance and information relative 
to the small business program to other segments of the Office, Chief of 
Ordnance, higher authority, other major services of the Department of 
Defense and other agencies of the Government : 

(4) Providing staff supervision and guidance to Ordnance Corps small 
business specialists and representatives through the operating control 
channels established by Ordance Corps Order 14-55; and 

(5) Coordinating with and assisting business and industrial organiza- 
tions on Ordnance Corps small business matters to encourage the partic- 
ipation of small business concerns in defense production. 

4. Organizational Relationships. In the discharge of the duties relating to 
small business matters there is a common responsibility on the part of each Divi- 
sion and Staff Office of the Office, Chief of Ordnance to maintain a close relation- 
ship with the Industrial Division, OCO in fulfilling the expressed desire and intent 
of the Congress in affording small business concerns an equitable opportunity to 
participate in the Ordnance Corps procurement program. 

5. Small Business Specialists. Functions of Small Business Specialists within 
purchasing offices of the Ordnance Corps are as promulgated in Section XXX, 
Part 7, of the Ordnance Procurement Instruction. 

E. L. CUMMINGS, 
Major General, United States Army. 
Chief of Ordnance. 

Official : 

GEORGE W. WHITE, 

Colonel, Ordnance Corps, 

Executive Officer. 
[SEAL] 


Distribution: A 
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AppenpIx VIII (d) 


441 


UNITED STATES ARMY ORDNANCE 


INSTALLATIONS HAVING SAMPLE DISPLAYS AND/OR ITEM EXHIBITS 


Alabama: 
Birmingham Ordnance District, 2120 7th 
Ave. North, Birmingham, Ala. 
Redstone Arsenal, Huntsville, Ala__._.__---- 


California : 
Los Angeles Ordnance District, 55 South 
Grand Ave., Pusadena, Calif. 


San Francisco Ordnance District, Post Office 
Box 1829, 1515 Clay St., Oakland, Calif. 
Illinois: 
Chicago Ordnance District, 209 West Jack- 
son Blvd., Chicago, Il. 
Ordnance Ammunition Command, Joliet, Il_ 


Indiana : 
Indiana Arsenal, Charlestown, Ind 


Kingsbury Ordnance Plant, La Porte. Ind 


lowu: lowa Ordnance Plant, Burlington, lowa_ 


Massachusetts: 
Boston Ordnance District, 
Base, Boston, Mass. 


s3oston Army 


Springfield Armory, Springfield, Mass_- 


Springfield Ordnance District, 
Armory, Springfield, Mass. 


Springfield 


Watertown Arsenal, Watertown, Mass 


Michigan: Detroit Ordnance District, 574 East 
Woodbridge St., Detroit, Mich. 


Missouri : 
Lake City Arsenal, Independence, Mo 


St. Louis Ordnance District, 1016 Olive St. 
St. Louis, Mo. 


Typical items of Ordnance 
supply and ammunition. 
Typical guided missile, elec- 
tronic components and 
ground handling equipment 

parts. 


Typical items of Ordnance 
general supply and ammu- 
nition. 

Do. 


Do. 


Ordnance ammunition and 
components (shell cases, 
boosters, bursters, fuzes, 
detonators, tracers, ignit- 
ers, land mines, etc.). 


Ordnance ammunition, sin- 
gle-base smokeless powder. 

Ordnance ammunition ¢com- 
ponents (fuzes, 20-milli- 
meter cartridges, rifle gre- 
nades, etc.). 

Ordnance ammunition compo- 
nents (fuzes and boosters). 


Typical items of Ordnance 
general supply and ammu- 
nition. 

Small arms (pistols, rifles, 
machine guns) and compo- 
nents. 

Typical items of Ordnance 
general supply and ammu- 
nition. 

Typical items of Ordnance 
general supply. 

Typical items of Ordnance 
general supply and ammu- 
nition. 


Small arms ammunition com- 
ponents. 

Typical items of Ordnance 
general supply and ammn- 
nition. 
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INSTALLATIONS HAVING SAMPLE DISPLAYS AND/OR ITEM ExHisits—Continued 


New Jersey: 
Picatinny Arsenal, Dover, N. J------------ 


Raritan Arsenal, Metuchen, N. J_-_-------- 


New Mexico: Wingate Ordnance Depot, Gallup, 
N. M. 
New York: 
New York Ordnance District, 180 Varick St., 
New York, N. Y. 
Rochester Ordnance District, Sibley Tower 
Bldg., 25 North St., Rochester, N. Y. 
Ohio: 
Ravenna Arsenal, Apco, Ohio______ ee oe 


Cincinnati Ordnance District, Swift Bldg., 
230 East 9th St., Cincinnati, Ohio. 

Cleveland Ordnance District, 1867 East 6th 
St., Cleveland, Ohio. 

Erie Ordnance Depot, Port Clinton, Ohio___- 


Rossford Ordnance Depot, Toledo, Ohio_- 
Pennsylvania: 


Frankford Arsenal, 
Philadelphia, Pa. 


Bridesburg Station, 


Philadelphia Ordnance District, 128 North 
Proad St., Philadelphia, Pa. 
Pittsburgh Ordnance District, 200 4th Ave., 
Pittsburgh, Pa. 
Tennessee: Milan Arsenal, Milan, Tenn__--_~_~- 


Texas: 
Longhorn Ordnance Works, Marshall, Tex_- 


Red River Arsenal, Texarkana, Tex____-- 
Utah: Tooele Ordnance Depot, Tooele, Utah___~- 


Washington: Mount Rainier Ordnance Depot, 
Tacoma, Wash. 


Typical Ordnance 
tion components 
grenades, 
ete.). 

Typical Ordnance cleaning 
and preserving material. 

Typical items of Ordnance 
general supply. 


ammuni- 
(bombs, 
pyrotechnics, 


Typical items of Ordnance gen- 
eral supply and ammunition. 
Do. 


General Ordnance 
items. 
Typical items of Ordnance gen- 


eral supply and ammunition. 


supply 


Do. 
General Ordnance supply 

items. 
Typical tools and equipment 

items. 
Electronic and optical fire- 
control items and compo- 


nents. 
Typical items of Ordnance gen- 
eral supply and ammunition, 
Do. 


General Ordnance — supply 
items and ammunition. 


Items of Ordnance general sup- 
ply and ammunition. 
Typical Ordnance general sup- 
ply items. 
Do. 
Do. 
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MANAGEMENT OF ORDNANCE PROGRAM 
DIRECTING CHANNEL 
IS THE 
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1See pp. 100 and 115. 
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APPENDIx XI? 


ARMY ORDNANCE 


NEGOTIATED NATIONAL PROCUREMENT 


PRODUCT CENTER 





6 
EVALUATES 
PROC SUBMITS PROPOSALS 
NEGOTIATED 
REQ'T ete & WAKES 
ALLOCATION 





DISTRICTS 


ADMINISTERS 
COMPLETES 
= uaa pre- wecoriaTion CONTRACT 
OPOSAL AWARD & MAKES 
PROPOSAL ACCEPTS 
SURVEY AWARD ——prnpuyct 





inoDUS TRY 





1See pp. 97, 100, and 115. 


100, and 115. 


1 See pp. 97, 
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APPENDIx XII? 


Circular letter issued by Department of the Army. 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE CHIEF OF ORDNANCE, 
Washington, D. C., June 29, 1956. 
00/6U0-27772 
ORDID-P 
Subject: Ordnance Procurement Policies—Fiscal Year 1957. 
To: See distribution below. 
This letter emphasizes certain major policies controlling procurement and 
production activities of the Ordnance Corps for fiscal year 1957. 
IN VIEW OF THE IMPORTANCE OF THE AREAS COVERED HEREIN AND THE NEED FOR 
A UNIFORM APPROACH TO PROCUREMENT PROBLEMS THROUGHOUT THE ORDNANCE 
CoRPS, FIELD COMMANDERS AND CHIEFS OF OCQO OFFICERS AND DIVISIONS ARE DI- 
RECTED TO INSURE THAT COPIES OF THIS LETTER ARE PLACED IN THE HANDS OF 
ALL AFFECTED PERSONNEL AND THAT RESPONSIBILITY FOR ITS IMPLEMENTATION 
BE SPECIFICALLY ASSIGNED. LOCAL REPRODUCTION IS ANTHORIZED. 


1. General. 

a. Standards of Conduct. The need for maintaining high standards of con- 
duct and avoiding conflict of interest situations is again emphasized. See 
OPI 1-455. 

b. Administrative Lead Time. Particular emphasis wil! be given to: 

(1) Actions which can be taken prior to receipt of PED’s such as early 
requests for Determination and Findings justifying negotiation, selectior 
and reproduction of specifications, drawings and other technical data. 

(2) Coneurrent action by two or more branches of a procurement vofilce. 

(3) More careful preparation of requests for approval of awards and 
other approval actions to eliminate the necessity for “backtracking” for 
additional information, and 

(4) Taking early initial action on procurement orders placed on procuring 
installations and activities, provided the total amounts of such orders are 
within program schedule limitations. (All action short of actual obligation 
of funds will be taken against such orders, and fund citation obtained at the 
time obligations are to be incurred.) 

ce. District Awards Actions. Districts will endeavor: 

(1) To award procurements (Supply and R&D) received from Commands, 
Arsenals and other instullations and activities after evaluation and selec- 
tion of suj)pliers within 30 days after receipt of PESD’s and 

(2) To award such procurements received from Commands, Arsenals 
and other installations and activities under direct allocation within 60 days 
after receipt of PESD’s in cases of new procurements and within 45 days 
after receipt of PESD’s in cases of continuation orders, Field commanders 
will maintain a personal interest in the extent of adherence to these targets. 
Purchase Descriptions and “Or Equal” Designations. 

(1) The use of purchase descriptions should be held to a minimum. (See 
APP 1-305) for exemptions.) Repetitive use of a purchase description 
must be eliminated. Purchase descriptions will be converted to approved 
Federal or military specifications as soon as practicable. 

(2) In addition, the procurement of items on an “or equal” basis will be 
carefully considered prior to issuance of II°B’s to insure that the “or 
equal” designation does not refer to a Federal stock number or some desig- 
nation other than a commercial make or model. (See APP 1-305.) 

e. Review of Proposed Procurement. The concept of preparing a procurement 
plan for approval of an allocation board, purchase assignment board, or similar 
group will be applied, for the purpose of : 

(1) Reviewing the proposed method of procurement. 

(2) Reviewing the proposed IF or request for proposal to assure com- 
pleteness of this “Package” and compliance with OVI 2-201 and 3-101e¢ and 
related ASPR and APP. 

(3) Making special efforts to assure that such documents do not contain 
unnecessary, non-applicable or repetitive provisions; and 

(4) Anticipating problems which may arise during the course of the 
procurement and their solution. 


— 


a, 


1See p. 97. 
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f. Delivery Schedules. Requirements and contracting personnel will make 
special efforts to establish realistic delivery schedules and, where legally pos- 
sible (See OCTI 400-G—54), revise unrealistic delivery schedules. However, it 
must be recognized that the date the item is needed in Ordnance supply channels 
governs. 

g. Economically Procurabie Quantities. Commodity Commands and Commod- 
ity Arsenals will make reviews of procurement orders wth the originator for 
purposes of consolidation and to assure that such orders are for economically 
procurable quantities. Authorization for procurable quantities of parts, tools, 
and minor secondary items is as indicated in ORDM 3-6, paragraph 5, 200. When 
within the authorization provided, procurement of economical quantities is still 
prohibited, such items or categories of items will be reported to OCO (ORDFIT) 
for submsssion to higher authority requesting exemption from established policy 
with information showing the minimum economically procurable quantities and 
the number of years of supply represented by these quantities. 

h. Small Business and Labor Surplus Areas. Procuring installations and 
activities, in appropriate cases, will execute set-asides for procurement from 
small business and lJabor-surplus areas. Prime contractors will be urged to 
subcontract to small business and to such areas to the extent practicable. Com- 
modity Commands and Commodity Arsenals will consider, among other things, 
labor-surplus areas in connection with placement of work in GOGO and GOCO 
plants. 


i. Pre-Award Surveys. 

(1) General. The need for improving the quality of pre-award surveys 
will be continually emphasized and clearcut and unqualified recommenda- 
tions will be included in all cases. Normally 10 days will be allowed for 
performance and reporting of such surveys, except where the short form is 
applicable. 

(2) Pre-Award Survey Reports. 

(a) 00 Form 1871 may be utilized without supporting forms 00 1872 
and 00 1873 in executing pre-award surveys on procurements of $25,000 
or less. 

(b) With respect to those procurements, regardless of dollar amount, 
which fall under the categories listed in OPI 1—307.1a (1), the Command 
or Arsenal may, at its discretion, limit the survey to be performed to 
designated items on the Pre-Award Survey Forms. The words “not 
applicable” or an abbreviation thereof will be inserted opposite those 
items which are to be eliminated from the survey. In such cases a 
notation will be included in Item 3 of 00 Form 1871 to the effect that the 
procurement falls under OPI 1—-807.1a (1). In those cases where the 
District is requested to make the survey, and derogatory information is 
available in the District with regard to any “not applicable” item, the 
District will include such information on the survey report. 

(3) Pre-Award Survey Reports—Rapid Transmission of Unqualified 
Recommendations, Ordnance Districts are authorized and encouraged to 
transmit unqualified recommendations (Block 3 of Pre-Award Survey Report, 
00 Form 1871) by teletype to the Command or Arsenal. Pre-Award Survey 
Reports should follow teletype transmission of unqualified recommendations 
within two (2) working days. 

(4) These policies govern where in conflict with OPI 1-307.1, and OCTI 
420-1-55, which will be amended. 

j. Small Purchases. OAC, OTAC, and OWC will allocate (1) their small 
purchases of national mission items to appropriate Ordnance Districts and (2 
their small purchases of other than national mission items to the most convenient 
Arsenal or District. Commanders of Commodity Arsenals may organize for 
small purchases of both mission and non-mission items in a manner which is 
administratively most economical. However, no method of organization shall 
be such as to impair the management and direction of the national procurement 
program for mission items. 

k. Methods of Reducing Administrative and Handling Expenses. Commodity 
Commands and Commodity Arsenals will make every effort to reduce adminis- 
trative and handling costs through the use of: 

(1) Local purchase authorization. 

(2) Open-end and call-type contracts. 

(3) Simplified purchase procedures (e. g., Charge Accounts, Imprest 
Funds, Standard Form 44, DD Form 738, DD Form 702). 
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(4) Direct shipment of supplies and equipment from vendors’ establish- 
ment to consuming installations. 

1. Use of Arsenais. Arsenals will be utilized for the purposes, to the extent 
and under the circumstances set forth in Circular Letter, 00/6UO0-3322, dated 
27 January 1956, subject: “‘Arsenal Workload”. See also OCTI 410-5-56, dated 
28 March 1956, subject: “Report of Manufacturing Workload in Arsenals”. 

m. Priority Procurement Actions. Procurement actions involving the Jupiter 
Program will receive top priority consideration. Field installations handling 
ABMA actions under the specific delegations of authority to ABMA will take 
appropriate steps to insure that contract and related files are appropriately docu- 
mented with the authority issued by ABMA. In addition, emphasis will be placed 
upon certain guided missiles, free-flight rocket and special weapons projects. 
2. Spare Parts and Other Secondary Items. 

In view of the increasing amount of the total Ordnance procurement dollar 
which is being spent for secondary items, particular attention will be given the 
following areas: 

a. Provisioning (Concurrent) Spare Parts. 

(1) Scheduling Timely Delivery. Both Field Service and Industrial per- 
sonnel will assure that contracts which include procurement of provisioning 
(concurrent) spare parts, will provide for timely delivery of adequate incre- 
ments of such parts to assure on-hand stocks to support the major item 
when it is issued to users. 

(2) Administrative Lead Time. Based on spot checks, it has been ascer- 
tained that extended periods are required from time of initiation of spare 
parts requirements until placement of such requirements (and changes 
thereto) until contract so as to permit initiation of manufacture or pur- 
chase by the prime contractor. Field commanders should seek every means 
to reduce substantially (as much as 50%) the total elapsed lead time in 
placing spare parts requirements (and changes thereto) under contract. 

(3) Priced Parts Lists. Contracts which include procurement of pro- 
visioning (concurrent) spare parts will not be executed until a parts list, 
properly identified and priced by item (including repricing provisions, if 
necessary ), has been furnished and incorporated in the contract. Where con- 
ditions preclude compliance with this policy, specific approval of exceptions 
may be requested of OCO by the appropriate Commodity Command or Com- 
modity Arsenal. If time is of the essence, the contract for the end items 
may be executed, and the provisioning spare parts covered by a letter con- 
tract provision, in the form set forth in APP 16-1608, under the same con- 
tract as the end item. 

(4) Contract Clauses. Alternate contract clauses and pricing provisions 
relating to spare parts procurements are set forth in OPI 180. 

(5) Pricing. See OPI 7—180.6 and also paragraph 4b (7) of this policy 
letter. 


b. Replenishment Spare Parts. 

(1) Sources of Supply. In order to maintain a broad mobilization base 
for replenishment spare parts, Commodity Commands and Commodity 
Arsenals will in each case determine the feasibility of channeling procure- 
ments of such items to original manufacturing sources (as contrasted with 
end item assemblers), after competition, provided such action does not re- 
quire purchase by the Government of additional facilities. 

(2) Out-of-Stock Items. When time is of the essence on out-of-stock items 
required for “deadlined” end items in oversea areas, procurement may be 
effected under Section 2 (c) (2) of the Armed Services Procurement Act 
of 1947 (Public Law 413, SOth Congress) under conditions and limitations 
set forth in Circular Letter 00/6U0—11129, dated 21 March 1956, subject: 
“Utilization of Section 2 (c) (2) of Armed Services Procurement Act of 1947, 
Public Law 413—S80th Congress (ASPR 3-202 and APP 3-202)”. 

(3) Other Expediting Actions. Subparagraphs 2a (2) and 2b (2) above, 
and subparagraphs 1b, f, g, and k, and 6d of this letter are particularly 
pertinent in connection with current efforts to improve deliveries to ports 
for oversea users. In this connection, reference is made to Letter 
00/6U0-12123, 27 March 1956, subject: “Late Shipments” to Commands 
(except Watervliet Arsenal) and Depots; Letter 00/6U0-12817, 2 April 1956, 
subject: “Action on Overseas Requisitions’, to Distribution A; and Letter 
00/6U0-15403, 19 April 1956, subject: “Expediting Procurement of Sec- 
ondary Items”, to Distribution F (except Picatinny Arsenal, Rock Island 
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Arsenal, Springfield Armory and Watertown Arsenal), G and Rossford 
Ordnance Depot. Districts must expedite all aspects of contract placement, 
administration and inspection requisitions from field service depots invo)ving 
oversea shipments with port due dates. 

(4) Contract Clauses. Alternate contract clauses and pricing provisions 
relating to spare parts procurements are set forth in OPI 7-180. 

(5) Pricing. See OPI 7-180.6 and also paragraph 4b (7) of this policy 
letter. 


3. Contract Placement. 


‘ 


a. Competition. Regardless of the method of procurement, every effort will 
be made to obtain competition, unless direct negotiation with a sole source can 
be fully justified under the Armed Service Procurement Act of 1947 (Public 
Law 413, 80th Congress) and established policies (ASPR 3-210 and APP 3-210). 

b. Formal Advertising. Formal advertising will continue to be the preferred 
method of procurement. In urgent procurements in excess of $1,000, for items 
which are susceptibie to formal advertising, consideration should be given to the 
use of short periods for submission of bids. (See APP 2-202b and OPI 
2-202.6.) 

e. Negotiation. Negotiations will be utilized only where authoribed under 
Section 2 (c) of the Armed Services Procurement Act of 1947 (Public Law 
413, 80th Congress) and ASPR Section III, Part 2. 

(1) Determinations and Findings. Determinations and Findings will be 
prepared and forwarded, where required, as soon as the necessary informa- 
tion is available. Where possible, advance planning documents, such as the 
schedule of commitments, will be used as the basis for preparing and for- 
warding Determinations and Findings, in order to permit expeditious im- 
plementaton of PED’s upon receipt. 

(2) Conduct of Negotiations. It is the policy of the Ordnance Corps that 
continued negotiation with proposed contractors, whether by conference or 
by correspondence, will be conducted after receipt of proposals or quota- 
tions, wherever price comparison, price analysis and other analysis indicate 
that a substantially better price can be obtained or other benefits will ac- 
crue to the Government. (See App 3—101b.) 

(8) Evaluation of Negotiated Procurements (OPI 3-101d). 

(a) The method of evaluation of negotiated procurement will re- 
ceive increased attention during FY 1957. The method of evaluation 
to be used must be that which insures the placement of the procurement 
in the best interests of the Government, price and other factors con- 
sidered. It is the policy of the Ordnance Corps that the method of 
evaluation of the various factors involved will be applied to all pro- 
posals in an individual procurement in an identical manner. Where 
necessary to insure that all suppliers are aware of special factors to 
be given emphasis in the evaluation, proposed suppliers will be in- 
formed in requests for proposals, of the manner in which such evalua- 
tions will be made. However, in such cases, proposed suppliers will 
also be informed that the Government reesrves the right of such flexi- 
bility in evaluation as is necessary to assure placement of the con- 
tract in the best interest of the Government. 

(b) To accomplish the objectives of competitive proposals and eval- 
uation thereof, Districts will insure that the information requested 
by the Commands and Arsenals in Evaluation Standards, such as pre- 
award surveys, digests of contractors’ proposals, equipment schedules, 
breakdown of costs, layaway and maintenance data and costs, etc., is 
furnished in full. 


4. Contract Pricing. 
a. The following policies will receive emphasis : 

(1) Conduct price negotiations with a view toward granting incentive 
rewards where outstanding contract performance and cost reductions are 
accomplished. 

(2) Conduct more intensive price and financial analysis and evaluation 
in connection with initial contract placement, pre-award surveys, requests 
for Government financing, price redetermiations and other contract price 
adjustments. 

(3) For the sake of good contractual relations and in order to make pos- 
sible the use of the incentive principle: 
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(a) Selection of repricing provisions will be made with relation to 
nature of contingencies and length of production or delivery period, and 
emphasis will be placed upon the use of forward-type repricing provi- 
sions. 

(b) Priority will be given to timely negotiation of revised prices pur- 
suant to the contractual provisions therefor. Contract supplements re 
flecting repricing results will likewise be promptly executed. 

b. Emphasis will also be given to: 

(1) Finalization of price negotiations in connection with engineering 
change orders, termination settlements and facilities layaway and mainte 
nance. 

2) The close-out and settlement of the acquisition and installation phase 
of facilities contracts. If necessary, reservations to settlement in contrae- 
tor’s release of claims and other related documents may be permitted with 
respect to continuing provisions in the contract such as maintenance, right 
to use, rental provisions (if any). 

(3) The close-out and settlement of cost-type supply and cost-type research 
and development contracts within 90 days of physical completion of such 
contracts. 

(4) Price Data. Commands and Arsenals will place continued emphasis 
upon the preparation of comparative price studies; individual item studies 
under successive contracts with the same contractor and the frequent dis- 
semination and interchange of unit price data on items procured nationwide 
for assistance: 

(a) To Ordnance Districts in their negotiation, repricing, adminis- 
tration, and settlement of contracts. 

(b) To Commands and Arsenals in procurement planning and selec- 
tion of producers to be retained in production or in facilities standby 
status. 

(5) Fixed Overhead Rates. The use of prospective overhead rates 
in cost-type contracts will be discontinued, except for reimbursement on a 
provisional basis subject to later adjustment. Fixed overhead rates for such 
contracts will be negotiated after the fact and will be based on actual costs 
incurred rather than on estimates of future costs. (See Circular Letters, 
00/6U0-12211, dated 28 March 1956, and 00/6UO-17427, dated 1 May 
1956. ) 

(6) Facility-Type Charges. In connection with all price negotiations on 
all types of contracts, Ordnance field installations will give special con- 
sideration to the protection of the Government’s interests (concerning instal- 
lation, rehabilitation or rearrangement of industrial facilities or property 
not covered by the special tooling article, the Government-furnished property 
article, or a facilities contract) in cases involving property or facilities 
having value which may extend beyond the life of the contract. 

(7) Spare Parts Pricing. Greater emphasis is to be placed on the pricing 
of both replenishment and concurrent spare parts. This can be accom- 
plished by more intensive price analysis on individual procurements and 
by periodic (i. e., at least annual) review of contractors’ purchasing and 
cost estimating methods. In the interest of more effective and prompt 
pricing of individual procurement increments, particular emphasis in this 
area is to be placed in those instances where the spare parts procurement 
involves large dollar value. (See OPI 7-180, Spare Parts.) 

5. Contract Financing. 

a. General. Ordnance contract financing may be provided to supplement 
private financing in accordance with current instructions, but should bear rea- 
sonable relationship to the contractor’s capital investment, earnings, private 
credit lines and contractual commitments. Careful surveillance of Ordnance 
contractors already having Government financing will be continued in order to 
assure orderly liquidation of the outstanding financing. (See Ordnance Corps 
Manual ORDM 6-90, “Contract Financing,” of March 1956.) 

b. Refunds and Payment Adjustments. Ordnance field installations will give 
special attention to anticipating amounts which will become due from price and 
other contract adjustments, and of planning for timely recovery thereof. Where 
substantial refunds are anticipated, consideration should be given to the use of 
payment withholdings, offsets, voluntary refunds or similar methods of collec- 
tions. (See OPI 23-211, AR 35-3290 and Circular Letter 00/6UO0-26088, dated 
20 June 1956.) 
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6. Contract Administration. 


a. HCO’s. Mandatory engineering orders must be held to the minimum con- 
sistent with safety, military characteristics, and economical procurement. Other 
change orders should not only be minimized but accumulated for application 
at the convenience of the Government. 

pb. Facility Inspections. In cases where contractors have Government-owned 
facilities and equipment, periodic inspections will be made to assure: 

(1) That use by contractor is covered by a facilities contract, lease or 
other written authorization. 

(2) Adequacy of rental amounts paid and timeliness of payments. 

(3) Adequacy of in-use maintenance by the contractor in order to mini- 
mize later expensive repairs and rehabilitation. 

(4) Adequacy of property records. 

c. Continuity in R&D Projects. Vigorous efforts will be made by installations 
and activities having technical supervision of research and development projects 
to adequately plan so as to allot funds and provide scopes of work in support 
of continuing contracts under such projects in sufficient time to eliminate any 
possibility of stoppage of contract work. Installations and activities having 
technical supervision of research and development contracts will provide the 
activity administering such contracts with definitive information as to the action 
that will be taken to continue or discontinue such contracts, at least 120 days 
prior to the expiration thereof ‘Reference OCTI 200—2-55). 

d. Expediting Productions Forecasts and Progress Reports. Production prog- 
ress and forecasting reports will be reviewed by Commands and Arsenals im- 
mediately upon receipt and where actual production falls behind forecasted pro- 
duction, expeditious follow-up action will be taken by direct, informal contact 
with administering installations to ascertain and remove the causes for delin- 
quencies. In this connection, all installations and activities administering con- 
tracts will continue to make special efforts to improve production forecasts, par- 
ticularly preparation and submission of the OO Form 1450, Progress Reporting 
and Production Forecast of Ordnance General Supplies (RCS-ORDIP-16 
(R1)). 

e. Acceptance Inspection. All installations responsible for acceptance inspec- 
tion and/or control of inspection engineering data will give special attention 
to the following: 

(1) Contractors shall be required, in accordance with the regular supply 
contract requirements, to provide and maintain an inspection system ac- 
ceptable to Ordnance for the supplies and/or services covered by the contract. 
The inspection operations from which data are obtained for evaluation by 
the Government to determine acceptability of the supplies may be per- 
formed by Government personnel or contractor personnel or both. Maximum 
use will be made of evidence obtained from contractor’s inspection system, 
provided that it has been evaluated and found suitable. Commodity Com- 
mands/Arsenals will assure uniform application of such procedures. 

(2) Acceptance inspection of services, and technical materials such as 
drawings, draft of specifications, handbooks, manuals, ete., shall be per- 
formed by technically qualified personnel in accordance with the policies 
and procedures governing materiel acceptance inspection operations and ae- 
cepted only when in complete conformance with contractual requirements. In- 
stallations administering such contracts will assure that when inspection 
is performed by other than inspection personnel, such personnel are aware 
of the acceptance inspection policies and procedures. 

(3) Whenever the term “acceptance” is used in a contractual instrument, 
its use will conform to the definitions in ASPR 14-201. Terms such as “pro- 
visional acceptance” will be avoided 

(4) Deviations from contractual requirements shall be held to a mini- 
mum. When such action is necessary, deviation approval requests and their 
approval should be processed in accordance with ASPR 14—-204.1, APP 
14-204 and OCTI 470-1-4 

(5) Where deviations from contractual requirements are granted, the 
Government should receive adequate consideration therefor, generally in 
the form of a negotiated price reduction or other valuable consideration. 

7. Contract Termination and Property Disposal. 

a. Pre-Termination Clearance. 

(1) Individual contract terminations involving (i) estimated termination 
costs in excess of $1,000,000 or (ii) significant termination cests, generally 
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where estimated termination costs exceed $100,000 and represent 15 percent 
or more of the dollar value of the terminated portion of the contract, will be 
forwarded to OCO via the Command or Arsenal for approval before issuance 
of termination notice. 

(2) See OPI 1—-1908 and 8—253.1 on cases involving outstanding Govern- 
ment financing. 

b. Stop-Work Points. Commands and Arsenals will give consideration to the 
most economical stop-work points in directing terminations of individual con- 
tracts; e. g., in order to minimize excessive component termination costs under 
prime or subcontracts, permit economical completion of items in final assembly 
stage, etc., and will include appropriate instructions in connection therewith in 
related termination directives to the District Offices. (See OPI 1-1904a (2).) 

ce. Settlements Submitted for OCO Approval. It is especially essential that 
the documentation of termination cases submitted to OCO be clear, consistent 
and complete in order to eliminate “backtracking.” 

d. Expediting Old Cases. The settlement of contract termination claims pend- 
ing 18 months or more will continue to be expedited, in accordance with OCO 
Letter 00/5U O-48571, dated 22 December 1955. 

e. Methods of Sale. The use of informal bid sales procedures by Ordnance 
Corps Contracting Officers and Property Disposal Officers, as set forth for con- 
tractors in Part 6, Section VIII of ASPR and OPI, must be discontinued. These 
procedures apply solely to sales by contractors. (See OCO Letter 00/5U0- 
19861, 24 May 1956, subject: “Sales Regulations.”) The provisions of AR 
755-5, AR 755-6 and AR 755-7, as implemented by ORD Manual 16-1, will apply 
to all sales by the Ordnance Corps to parties other than the contractor. Where 
sales of contractor inventory have been initiated by contractors but the high bids 
are considered inadequate, Ordnance personnel will not complete such sales by 
use of negotiation. In such cases, title will be acquired by the Government and 
the property disposed of in accordance with Change 3, ORD Manual 10-1. 

8. Facilities and Tooling. 

a. Purchase of Facilities and Facility-Type Charges. Ordnance installations 
will provide for acquisition or use of Government-owned industrial facilities by 
contractors through facilities contracts separate from related supply contracts, 
except as authorized by ASPR 13-402. Special vigilance will be exercised to 
insure that no industrial facilities or facility-type charges are included in supply 
contracts under cost classifications such as plant rehabilitation and rearrange- 
ment, pre-production, installation, or special tooling. See also paragraph 
4b (6) above. 

b. Protection of Special Tooling Already Paid For. The field of special tool- 
ing warrants careful consideration in order that the interests of the Govern- 
ment will be protected. In many areas the requirements of ASPR 13-802b (i); 
and 13-504 are considered merely the minimum necessary to protect the Govern- 
ment’s interest in special tooling. Where it can be established through a review 
of the contractor’s accounting records or by other means, that special tooling 
(except perishable or obsolete tooling) or other equipment acquired under a 
supply contract, which the Government desires to retain after termination or 
completion of the contract, has been fully paic for in the contract price, title 
to the property will be acquired for the Government at the earliest possible 
time, where feasible and practicable. Title to such property will be acquired 
by amendments to the supply and facilities contracts. Although it is recognized 
that under the currently authorized special tooling article (ASPR 13-504) con- 
tractors cannot be forced to relinquish title to special tooling until the comple 
tion or termination of the contract, there is no legal impediment to acquisition 
of title to such tooling throngh amendments to the facilities contract if con- 
tractors are agreeable thereto. 

ec. Acquisition of Certain Special Tooling. At the time procurements are 
entered into which involve the acquisition of special tooling by contractors and 
where standby is contemplated, Ordnance procuring installations should pro- 
vide for the acquisition of such tooling for the account of the Government, 
wherever economical and practicable. This should be done particularly where 
the related product being procured is established to the extent that there is 
little possibility of obsolescence of such tooling and there is little chance the 
tooling will be consumed during manufacture. Where special tooling can be 
acquired in this manner, title will pass to the Government immediately upon 
acquisition thereof by the contractor and the Government’s interests therein 
will be fully protected. 





: 
j 
1 
i 
I 





ns 
by 
“ts, 
to 
ply 
ze- 


iph 


o0l- 
-rn- 
i); 
-rn- 
iew 
ling 
ra 
1 or 
title 
‘ible 
ired 
ized 
con- 
iple- 
tion 
con- 


are 
and 
pro- 
nent, 
here 
re is 
» the 
n be 
upon 
erein 








SMALL BUSINESS PROCUREMENT PROGRAM 453 


ad. Authority for Use. There must be effective control of Government-owned 
equipment placed with a contractor and any use of such equipment must be 
specifically and contractually authorized, except as authorized by ASPR 13-403. 
No unauthorized use through sufferance, silence or informal arrangement will 
be permitted. There must be no assumption that proposed leases or plans there- 
for submitted to OCO will be approved. 

e. Leasing: Submissions to OCO. In order to expedite the processing of lease 
plans and leases submitted to OCO for approval, proposed submissions should 
be carefully checked to assure their completeness, adherence to leasing policy, 
inclusion of cost breakdowns and description of the basis for rental rates. 

f. Past Unauthorized Use. Where it is ascertained that there has been un- 
authorized use of Government property, an amendment to the supply or facili- 
ties contract (preferably the latter) will be entered into with the contractor to 
reflect the collection of the amount due the Government for the past unauthor- 
ized use, and the check from the contractor for such amount will be deposited 
to the Miscellaneous Receipts of the Treasury. There should also be included 
in the contract file an explanatory statement covering the basis of determina- 
tion of the amount due. The rental rate principles set forth in OPI 30—204.2e 
(2) (a) will be applied in determining such amount. In addition to the factor 
of rental, consideration should also be given to the collection of interest on the 
amounts due for the beginning of such unauthorized use to date of collection. 
A lease will not be processed in these cases. 

g. Use of Facilities by Defense Subcontractors. The following is applicable 
to the utilization of Government-owned facilities by defense subcontractors : 

(1) Direct Contractual Coverage. Industrial facilities will be furnished 
to defense subcontractors either (i) by a direct facilities contract with the 
Government (entered into under authority of Title II, First War Powers 
Act or PI 130, as may be required by existing policies at the time) or 
(ii) by lease (preferably the former in view of its savings of Ordnance 
appropriations) where one or more of the following conditions apply: 

(a) Where subcontractors produce a critical component or assembly. 

(b) They are common subcontractors to a number of prime 
contractors. 

(c) There is a regular course of dealing between a prime and 
subcontractor. 

(2) Furnishing Through Prime Contractors. Facilities may be furnished 
to subcontractors by prime contractors on a temporary-use basis, as author- 
ized by ASPR 13-403: 

(a) Where subcontractors do not produce a critical component or 
assembly for one or more base producers. 
(b) Are not common subcontractors to a number of prime contractors. 
(c) There is no regular course of dealing between a prime and sub- 
contractor. 
(d) A very small amount of Government-owned industrial facilities is 
involved. 
In such cases the prime facilities contract will contain a provision requiring 
inclusion in the subcontract of a right on the part of the Government to enter 
the subcontractor’s plant for the purpose of inspection to ascertain adequacy 
of use authority, maintenance, and property records. The District admin- 
istering the prime facilities contract will request the District in which the 
subcontractor’s plant is located to perform this duty of inspection to protect 
the Government's interest. 

(3) Related Pricing Provisions. In all cases under paragraphs (1) and 
(2) above, periodic scrutiny of the subcontractor’s pricing under its produc- 
tion contracts will be accomplished by means of the inclusion of repricing 
provisions or by contract provisions providing for other pricing reviews and 
controls applicable to the subecontractor’s production based on use of Govern- 
ment facilities. 


9. Transportation and Traffic Management. 


a. General. Proper consideration of traffic management is necessary from the 
time of establishment of requirements until the procured item is in the hands of 
its ultimate user to insure that procurement and supply, both domestic and over- 
seas, are on the basis most advantageous to the Government, all factors con- 
sidered, and that supplies arrive at the proper destination at the time and in the 
condition required. Disregard of the traffic management aspects of procurement 
and supply may lead to improper award of contract, uneconomical expenditure of 
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time and money, and failure to have items available when and where needed. 

b. Responsibilities. 

(1) All Ordnance establishments engaged in procurement will (a) include i 

on the negotiator’s staff a representative of the Transportation and Traffic 

Management Office; and (b) during the administration of a contract, con- 

tinue to make full use of traffic management considerations by interchange 

of information between contract administrators and Transportation and 
Traffic Management Officers. 


(2) Transportation and Traffic Management Officers will (a) furnish cor- mi 
rect and complete information promptly; and (b) conduct continuous studies ne 
and analyses of all transportation and traffic management aspects involved is 
in procurement and supply in order to bring to the attention of appropriate sc 
authorities sound transportation and traffic management provisions for incor- mii 
poration into contracts, improvements in procedures, practices, contract $1 
clauses and terms, shipping schedules and to insure that transportation vi 
requirements and military needs are met in the most economical manner. Pr 

(3) For detailed information concerning transportation and traffic manage- me 
ment factors to be considered during the procurement cycle, attention is in 
invited to Section XXX, Part 10, of Army Procurement Procedure. th 

10. Procurement Investigations. - 
a. Complete objectivity will be maintained in all contacts with outside investi- oe 
gative agencies such as GAO, AAA, IG and Congressional Committee staffs, and 
in formal, written replies related thereto. 
b. Written replies to such investigative agencies, involving matters of policy 
which are not covered by existing regulations or which require interpretation or 
clarification should be cleared with OCO, Attn: ORDID, prior to release. 
c. Commodity Commands and Commodity Arsenals will assume full responsi- 
bility for preparation or review of final drafts of replies to GAO draft reports 
and AAA evaluation-type reports (APP 30-207, 3a), which have been forwarded 
by OCO for investigation and reply. Districts should be requested to prepare 
preliminary drafts of replies in appropriate instances. Replies must be submitted ; 
to OCO prior to release outside the Ordnance Corps. su 
For the Chief of Ordnance: Or 
JEAN E. ENGLER, | 
Brigadier General, United States Army, nis 
Assistant Chief of Ordnance. be 
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Detailed procedures being followed within the Ordnance Corps relative to 
reviewing or screening procurements before solicitation (both formally adver- 
tised and negotiated, classified and unclassified) are covered by the following: 

“Ordnance Procurement Instruction (OPI) 1-302.5 Review of Proposed 
Procurements. Each procuring installation and activity will establish one 
or more Purchase Assignment Boards, Allocation Boards, or similar groups 
as required, to review proposed procurements and make recommendations 
to the contracting officer as to: Su 

a. The method of procurement (formal advertising or negotiation). Or 
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c. Problems which may arise during the course of the procurement 
(including administration) and their solutions. 
The board will review proposed procurements in excess of $10,000 in all 
cases. Proposed procurements over $5,000 and not over $10,000 are not 
required to be processed by the board, unless the contracting officer so 
requests. Proposed procurements of $5,000 or less will not be processed 
through the board.” 

At this time it is determined, among other things, (1) method of procure- 
ment; (2) whether the procurement is suitable to be set aside for small busi- 
ness: (3) if not, whether a set-aside for labor-surplus areas or disaster areas 
is required; (4) whether the bidders’ list is adequate; (5) whether the delivery 
schedules are realistic; and (6) whether adequate time is allowed for sub- 
mission of bids or proposals. In addition, all procurements between $5,000 and 
$10,000, not processed by the Purchase Assignment Board, are thoroughly re- 
viewed by the Ordnance small-business specialists in accordance with the APP. 
Procurements between $2,500 and $5,000, not processed by the Purchase Assign- 
ment Board, normally are reviewed by the Ordnance small-business specialists 
in the same manner. Procurements of $10,000 and over are then processed 
through the Small Business Administration representative (if one is assigned 
to the installation) for his review and recommendation. The board consists 
of personnel actively responsible for procurement, including buyers, contracting 
officers, legal and technical personnel, and the Ordnance small-business specialist. 

References : 

OVI 1-802.5 dated 18 Dee 1956 
APP 30-705n dated 1 Apr 1957 


APPENDIX XIII (b) 
UNITED STATES ARMY ORDNANCE CORPS 


Subject: Criteria Used For Determining Those Items Suitable For Small 
Business. 
Ordnance Statement: 

The determination as to whether items are suitable for production or fur- 
nishing by small-business concerns is made on an item-by-item and case-by-case 
basis, with full participation by the Ordnance small-business specialist. On 
procurements of $10,000 and over, the SBA representative, where assigned, also 
participates in arriving at the decision. 

First it is necessary to know the commodity involved and to consider its com- 
plexity and the capabilities required to produce or furnish it. Consideration 
is given to whether the item is of a type either normally produced by small 
business or similar to some such item; whether past experience indicates that 
small business has been or can be competitive; whether the specifications and 
drawings are sufficient and whether they indicate that the item can be handled 
by the type of engineering or research staff normally available in small busi- 
ness; and whether small-business concerns can be reasonably expected to have 
available the capacity, working force, facilities, technical competence, and fi- 
nancial resources required to handle the volume and rate of production neces- 
sary to meet the delivery schedule for the specific procurement (considering 
current policymaking Government financial assistance available). 

Reference: APP 30-702n dated 1 Apr 1957 

June 157 


APPENDIX XIII (¢) 
UNITED STATES ARMY ORDNANCE CorRPS 


Subject: Policy Regarding Selection of Bidders’ List. 
Ordnance Statement: 

A firm may be placed on the appropriate bidders’ mailing list provided that 
it appears, from the bidders’ mailing list application or other available in- 
formation, that the firm requesting inclusion is qualified and eligible to fill the 
requirements of a particular procurement. It is incumbent upon firms to 
Submit evidence of qualification and eligibility when requesting placement on 
a bidders’ mailing list. When such evidence is presented, the procurement 
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office places the name of the firm on the appropriate bidders’ list and solicits 


offers or bids from such firms as requirements arise. | 
When the number of names on the list is deemed to be excessive in relation ) 
to a specific procurement, the contracting officer is authorized to solicit offers | 


or bids from less than the total list of names on the bidders’ list by such 
methods as rotation of bidders’ mailing lists and preinvitation notices. ) 

The Ordnance Corps plans to give this subject additional emphasis as 
follows: 

a. Active Development of Competition. All-out effort will be made to create 
those conditions which will promote competition among potential sources of 
R&D and supply, whether under formal advertising or under competitive ne- 
gotiation. Procedures designed to accomplish this end, include: 

(1) Aggressive search for potential new sources of R&D and/or supply, 
including small business concerns. This applies to supply items newly 
developed and adopted for production as well as to other items. Second 
sources should be developed as early (in the evolution from R&D through 
initial production and the first supply contract) as qualitative and quanti- 
tative requirements will permit. (See APP 3-108.) 

(2) Continuous efforts by preourement initiating installations and by 
Districts in keeping access to Source (“Bidders’”) Lists open. Special 
efforts will continue to be made by Districts to keep initiating installations 
supplied with up-to-date Source Lists. 

References : 

ASPR 2-204, 5 Mar 1956 

APP 3-108, 20 Dec 1956 

OPI 2-204, 23 Nov 1956 

June 1957 


APPENDIX XIII (d) 


UNITED STATES ARMY ORDNANCE CORPS 


Subject: Criteria Used in Selecting Firms to be Solicited when Bidders’ List 
is Rotated. 
Ordnance Statement: 

Normally, when the bidders’ list is deemed to be excessively long, distribu- 
tion to bidders is made on a rotation basis, alphabetically, with care being 
exercised that small-business firms are included on a prorated basis and that 
recent successful bidders and other low responsive bidders are also included. 
The resulting bid distribution list is reviewed by the Ordnance small-business 
specialist and the Small Business Administration representative (where as- 
signed) for their recommendations as to possible additions of small business 
sources. 

References : 

ASPR 2-204.5 dated 5 Mar 1956 
APP 30-702s(2) dated 1 Apr 1957 
OPI 2-202.1 dated 23 Apr 1956 
OPI 2-202.6 dated 23 Nov 1956 

June 1957 


APPENDIX XIII (e) 
UNITED STATES ARMY ORDNANCE CorPS 


Subject: Formally Advertised Procurement Versus Negotiated Procurement. 


Ordnance Statement: 

The 1956 report of the Senate Small Business Committee states that ‘The 
committee has long held to the belief that small business fares better under free 
and open competition, that it obtains a larger share of defense business where 
the military employs the advertised, competitive method of procurement than 
it does where defense contracts are negotiated.” The report, however, cites a 
study submitted by the Assistant Secretary of Defense (Supply and Logistics) 
indicating that for 4 months in 1955 small business fared better under negotia- 
tion than under formal advertising. The committee agreed with the Secretary 
that firm conclusions should await more experience and data. 
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It is, of course, frequently in the best interest of the government to procure 
by negotiation for reasons detailed in the attached “Negotiation Versus Formal 
Advertising in Contract Awards.” 

As a matter of fact, the Ordnance Corps experience indicates that negotiation 
is not detrimental to small-business participation in military procurement. For 
the fiscal year 1956, of the total value of $160,323,733 awarded to small business, 
$108,147,241 or 67.5 percent was by negotiation, and $52,176,492 or 32.5 percent by 
formal advertising. For the first half of fiscal year 1957, of the total of 
$63,077,000 awarded to small business, $41,282,000 or 65.5 percent was by negotia- 
tion and $21,795,000 or 34.5 percent by formal advertising. 

It is also significant that for the fiscal year 1956, of the total number of pro- 
curement actions, 75.5 percent resulted in awards to small business, 72.0 percent 
to small business by negotiation, and 3.5 percent to small business by formal 
advertising. For the first half of fiscal year 1957, the data are even more favor- 
able to negotiation: 76.6 percent of all Ordnance procurement actions resulted 
in awards to small business, 73.28 percent to small business by negotiation, and 
$.37 percent to small business by formal advertising. 

The Ordnance Corps feels that the major emphasis should be placed upon the 
opportunity of small business and other suppliers to compete, regardless of the 
method of procurement used. It is believed that attention should be directed at 
developing conditions which promote competitive negotiation where negotiation 
is required. The Ordnance Corps has emphasized competition for a number of 
years and, in order to place even greater emphasis upon the benefits of compe- 
tition to small business and suppliers generally, is issuing the following addi- 
tional statement of policy: 


“2. Contract Placement. 


a. Active Development of Competition. All-out effort will be made to 
create those conditions which will promote competition among potential 
sources of R&D and supply, whether under formal advertising or under 
competitive negotiation. Procedures designed to accomplish this end, in- 
clude: 

(1) Aggressive search for potential new sources of R&D and/or 
supply, including small business concerns. This applies to supply items 
newly developed and adopted for production as well as to other items. 
Second sources should be developed as early (in the evolution from 
R&D through initial production and the first supply contract) as 
qualitative and quantitative requirements will permit. (See APP 3-108.) 

(2) Continuous efforts by procurement initiating installations and 
by Districts in keeping access to Source (‘“Bidders’”) Lists open. 
Special efforts will be made by Districts to keep initiating installations 
supplied with up-to-date Source Lists. 

(3) The requirement by buyers that the originators of R&D projects 
and of procurement requests fully justify in writing any technical 
aspect of such projects or requests which has the effect of eliminating 
competition (e. g., designating a named, sole source; referencing speci- 
fications or other requirements which have the same effect, etc.). 

(4) Securing of Ordnance rights to use drawings, standards, specifi- 
eations and intellectual property in competitive procurements. In 
furtherance of this policy, compliance with the new Part 2 of Section 
IX, ASPR, and with paragraph 1c (2) (a) of this letter, will assure: 
(a) in contracts for developmental items, that clear and legible produc- 
tion-type drawings, standards, specifications and rights to intellectual 
property be delivered to the Government at or before conclusion of the 
R&D component design and/or prototype fabrication phases or (b) in 
contracts for initial production of adopted items of a modified com- 
mercial design, that such drawings. standards, specifi ations and rights 
will be delivered with the first quantity of end items. 

(5) Solicitation of adequate sources, including small business con- 
cerns, and sufficient publicizing of the procurements (including publi- 
cation in Department of Commerce Synopses of V’roposed Procure- 
ments). 

(6) For mobilization base items, competition among base preducers 
and consideration of non-base producers will be promoted to the extent 
specified by OPT 3-240. 

(7) Assuring that coordinated and standard specifications are avail- 
able, up-to-date, Clear, and are used, and that purchase descriptions and 
“or equal’ designations are avoided. (See APP 1-805.) 
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(8) Assuring that drawings are clear and legible, up-to-date and 
available or accessible. 

(9) Assuring that proposed delivery schedules are realistic and 
reasonable; otherwise, they are referred back to the originator and 
appropriately adjusted. 

(10) Assuring that the Government's latest acceptable delivery 
schedule is definitely set forth, bids offering delivery within the 
acceptable time limits stated are considered equally responsive to de- 
livery requirements and evaluated accordingly, and bids offering de- 
livery beyond these limits are rejected as nonresponsive. (See APP 
2-201.) 

(11) Assuring that IFB’s and RFP’s clearly describe what is re- 
quired. 


(12) Assuring that sufficient time is permitted to prepare bids or 


proposals. 

(13) Assuring that all bidders are notified of changes in quantity 
or delivery schedule (subsequent to IFB'’s or RFP’s) which may have 
material effect upon bids or proposals. 

(14) Assuring that competitive advantages are equalized to the 
extent of fair evaluation of all relevant factors, with special attention 
to Government-owned property made available for use by suppliers, in 
accordance with Army policy.” 

It is firmly believed that such emphasis on competition under either method 
of procurement will help to erase misconceptions and improve practices which 
have grown out of treatment of formal advertising as exclusively synonymous 
with “competitive bidding” and of negotiation as if it were generally non 
competitive. This is believed to be the most comprehensive effort to develop 
competition promulgated to date. 


NEGOTIATION VERSUS FORMAL ADVERTISING IN CONTRACT AWARDS 


It has often been said that the absence of definitive and up-to-date specitica- 
tions and drawings is the reason for negotiating procurements. In some cases 
that is true. Ordnance is not only aware of the problem but is taking action to 
improve drawings and specifications and exploring the problem of having them 
available for use at the initiation of procurement action. This would permit 
greater use of formal advertising. 

A more important reason for negotiating, however, is that substantial amounts 
of special Government-owned production equipment and special tooling may be 
required for producing Ordnance military items (ammunition, missiles, tactical 
vehicles, weapons). In many instances such equipment and tooling are already 
in possession of one or a few planned “mobilization base” producers who. have 
ali the qualifications to produce an item. In view of the Ordnance investment 
of several billion dollars in such production equipment, and in furtherance of 
the ODM policy on placement of current contracts in such a way as to maintain 
the planned mobilization base, use of negotiation is considered logical and 
essential. In addition, face-to-face negotiations are frequently required to obtain 
agreement on equipment and tooling requirements as well as many other aspects 
of those complicated, large procurements. This would be true even if the 
specifications and drawings were adequate in all respects. In contrast, the 
procurement of civilian-type items, such as 5-passenger sedans, batteries, hard 
ware, tires and tubes, generally requires no use of Government-owned equip 
ment or special tooling and generally lends itself to formal advertising proce 
dures. 

It is important to note that formal advertising is used for the greater part of 
those Ordnance procurements which are susceptible to the use of that method. 
For the first 6 months of fiscal year 1957 over 96 percent of Ordnance obligations 
under programs for procurement and production were for major items (ammuni- 
tion, guided missiles, tanks, other combat vehicles, Army aircraft, classified 
projects), and for facilities rehabilitation, layaway, and mobilization planning 
related to these military-type items, for which negotiation is considered the most 
practicable method of contracting. These procurements fell heavily in the 
“mobilization base” category. 

It may be assumed, however, that procurement of Ordnance support vehicles 
($15.7 million obligated in first 6 months of fiscal year 1957) and stock fund 
items ($85.8 million obligated) is generally susceptible to formal advertising. 
From this total of $101.5 million, purchases under $2,500 (aggregating $18.3 mil- 
lion) should be deducted, leaving $83.2 million for which formal advertising 
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should be considered. Of this amount, $60 million or more than 72 percent was 
accounted for by formal advertising. 

In addition to the major items (mobilization-base items) discussed above, 
of those procurements not susceptible to formal advertising, some were negoti- 
ated because of small business and labor surplus set-asides; others because 
existence of proprietary rights or sole sources made competition impracticable ; 
still others because they covered research and development projects for which 
negotiation is necessary. Over 95 percent of the purchase actions (2.4 percent of 
the dollars), for major and secondary items, fell in the category of purchases 
under $1,000 for which negotiation and other simplified procedures save much 
unwarranted administrative expense and time. 

It is worthy to note that, although negotiation has not been greatly reduced 
by the use of exceptions (2) through (17) in many instances, the use of such 
exceptions requires careful consideration and the execution of determinations 
and findings (D’s and F’s), either by the contracting officer or the Assistant 
Secretary of the Army (Logistics). In the larger value procurements, which 
fall heavily within exceptions (11) through (17), the Assistant Secretary exe- 
cutes determinations and findings personally after the proposed D and F has 
received the signature of the Chief of the Technical Service and the intermediate 
echelons. Such D’s and F’s are executed only upon the basis of full presentation 
of the facts and justification involved. 

In addition, negotiation is intended to be as competitive as formal advertising 
wherever the number of sources of supply and other circumstances permit. The 
various procurement regulations require that “full and free competition” be 
developed under negotiated procurement wherever practicable. Furthermore, 
advertising is not the only, or even always the best, method of obtaining the 
lowest price. Whereas advertising provides only the minimum price data and 
permits only one opportunity to establish the best price, negotiation permits 
bargaining not only during initial contracting but, by price redetermination 
procedures and detailed cost analysis, during performance of a contract after 
adequate production experience permits. 

The Ordnance Corps feels that good advance planning and adequate sources 
of supply will tend to reduce the percentage of procurement by negotiation. In 
this connection, Ordnance procuring installations make use of purchase-assign- 
ment boards and planning groups for determining whether specific procurements 
shuold be negotiated or advertised, as well as to anicipate and plan for all aspects 
of the procurement action. Lists of sources of supply are continually being 
revised and new sources added as they are discovered or developed, either upon 
the initiation of Ordnance or that of potential suppliers. 


APPENDIX XIII (f) 
UnirepD SratTes ARMy ORDNANCE CORPS 


Subject: Policy Relating to Use of Specifications and Determining Factors Per- 
mitting Deviations 
Ordnance Statement: 

Department of the Army policy requires that every item procured either by 
formal advertising or negotiation shall be described by referencing applicable 
specifications, or under certain conditions by a purchase description containing 
the necessary requirements. Applicable coordinated Federal and Military Specifi- 
cations and those interim Federal and Limited Coordination Military Specifi- 
cations issued by Army technical services are mandatory for use by all pro- 
curing activities of the Department of the Army. (See APP 1-305.) 

It is the basic policy that specifications contain the minimum detail necessary 
to insure procurement of acceptable material. In this regard, one of the objec- 
tives of the Ordnance Corps is to develop, acquire rights to use, and make 
available or accessible for competitive use, adequate drawings and specifications 
for new type items during the developmental period, if possible, and in any 
event, early in the first production run. Emphasis has also been placed on 
establishment of a single Ordnance engineering and drafting system and on the 
implementation of the standardization program. The latter program, under 
DOD Directive 4120.3 has as an objective, the coverage of all items repetitively 
stored and issued in the military supply system, by definitive specifications, 
standards or drawings. 
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Requests for deviation from specification requirements are reviewed by the 
appropriate industrial engineering activity and evaluated on the basis of 
whether the deviation will adversely affect the end use of the equipment to be 
procured. Permanent changes to engineering requirements are made through 
revision of the specification when the nature of the deviation so indicates. 
Deviations may be granted to provide for acceptance of nonconforming sup- 
plies and services as provided in ASPR 14—-204.1, when “for reasons of economy 
or the urgency of the requirement, acceptance of supplies or services which 
do not meet all contract requirements may occasionally be desirable. Prior to 
such acceptance, the Contracting Officer shall obtain the approval of the requir- 
ing activity where the nonconformity with contract requirements (i) affects mat- 
ters such as safety, durability, performance, or interchangeability of parts or 
assemblies ; (ii) results in material increases in weight, where weight is a signifi- 
cant consideration; or (iii) affects the basic objectives of the specifications. 
Acceptance of nonconforming supplies or services shall in each instance be 
covered by an appropriate amendment to the contract.” 
APP 14-204 provides that “each Procuring Activity will clearly define the 
extent to which its subdivisions are authorized to approve deviations from con- 
tract requirements. Such approvals should be made at levels which will pro- 
vide the utmost rapidity of decision consistent with the best interests of the 
Government. Where desirable, for reasons of urgency, practicality, or economy, 
supplies or services which fail to meet all contract requirements may be accepted 
under special circumstances, subject to equitable adjustments pricewise or other- 
wise provided for by the contract and which are in the best interests of the 
Government.” The Ordnance Corps has implemented the APP in OCTI 470- 
1-57. 
The Ordnance Procurement Policies for Fiscal Year 1957 provided that devia- 
tions from contractual requirements shall be held to a minimum and that re- 
quests and approvals for deviations should be processed in accordance with 
ASPR and APP cited above. It also provided that where deviations from con 
tractual requirements are granted, the Government should receive adequate con- 
sideration therefor, generally in the form of a negotiated reduction or other 
valuable consideration. 
Continued emphasis will be given to this subject during fiscal year 1958 
References : 
ASPR 14—-204.1 dated 8 Nov 1955 
APP 1-305 dated 1 Nov 1956 
APP 14-204 dated 20 Mar 1956 
AR 715-50 dated 29 Aug 1955 
OCO 2-57 dated 17 Jan 1957 
OCTI 470-1-57 dated 24 Jan 1957 
ORDM 44 dated Apr 1956 

June 1957. 





APPENDIX XIII (g) 
UNItTEep STATES ARMy ORDNANCE CorRPS 


Subject : Unrealistic Requirements and Unrealistic Delivery Schedules 
Ordnance Statement: 

The Department of the Army policy on this subject was presented to the 
Senate Select Committee on Small Business in a prepared statement, dated 
May 23, 1956, which stated in part as follows: “The Department of the Army is 
currently preparing an amendment to APP instructing contracting officers to enter 
into no contract embodying a delivery schedule which cannot be met.” The 
Ordnance Corps has carried out the announced policy, together with the recent 
Army Procurement Procedure, paragraph 2—20le, which provides: 

“e, Delivery Clause. 

(1) The time of delivery is a material requirement of a procurement 
and must be clearly set forth in the invitation. 

(2) Each Invitation for Bids will contain a delivery clause designed to 
meet the requirements of the particular procurement and will be prepared 
in conformity with the following: 

(a) Delivery requirements stated in the invitation shall be as realistic 
of attainment as possible. Contracting Officers will question any de- 
livery requirement which appears to be unrealistic and make appro- 
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priate adjustments, in coordination with the initiator of the requirement, 
prior to issuing the invitation. 

(b) The invitation will state the time limitations on delivery within 
which delivery offers will be considered responsive to the invitation. 
Particular care will be taken to insure that the Government’s latest 
acceptable delivery time is clearly set forth.” 

The Ordnance Procurement Policy Letter for Fiscal Year 1957 advised all 
installations that “Requirements and contracting personnel will make special 
efforts to establish realistic delivery schedules. However, it must be recognized 
that the date the item is needed in Ordnance supply channels governs.” ‘This 
policy will be continued into the future. 

Ordnance Procurement Instruction (Interim) No. 4-57 on Pre-Award Surveys, 
provides in connection with the delivery requirements in the invitation for bid or 
request for proposal that special attention will be given the contractor’s prospec- 
tive total workload and available unused capacity. If the delivery schedule is 
unrealistic, this fact will be called to the attention of the procurement initiating 
installation. 

References : 

APP 2-201e dated 12 March 1957 
OPI(1) 4-57 dated 8 April 1957 
June 1957 
APPENDIX XIII (h) 


UNITED STATES ARMY ORDANCE CORPS 


Subject: Present Policy Regarding Progress Payments to Small Business versus 
Progress Payments to Large Business. 
Ordnance Statement: 

The Department of Defense and Department of the Army policies regarding 
progress payment financing to small business have been consistently followed by 
the Ordnance Corps. This corps (1) has established procedures to insure that 
a small business firm’s request for advance or progress payments will not be 
treated as a handicap in awarding a contract; (2) has suspended the prior re- 
quirement that progress payments will not be made available on formally adver- 
tised procurement; and (8) has, in addition to provisions for progress payments 
on advertised awards, made progress payments available to finance performance 
under subcontracts meeting the criteria. 

The following table reflects Ordnance Corps actions for progress payment 
requests received during the period July 1, 1956 to December 31, 1956: 


Small business! Big business 
Total number made 8 3 
Contract value | $2, 658, 946. 71 $27, 662, 742. 93 
Uninvoiced amount 1, 911, 416. 47 29, 851, 741. 94 
Total made_. $97, 347.51 | 2, 426, 276. 26 
Unliquidated amount 260, 312. 47 556, 730. 00 


Frequently, assistance 1s furnished small-business concerns in connection with 
completing their private financing by facilitating assignment of contracts to 
banks to secure private credit lines. 

Reference: AR 715-6, dated 17 Dee 1956 

June 1957 


APPENDIX XIII (i) 
UNITED STATES ARMY ORDNANCE CORPS 
Subject : Call and Open-End Type Contracts 


Ordnance Statement: 


Call and open-end contracts are used by the Ordnance Corps in order to (1) 
simplify procurement processes; (2) avoid excessive depot stockage and handling 
of commercial-type items; (3) avoid the expense and burden of unnecessary 
inventory and requirements control; and (4) avoid unnecessary transportation 
into and out of the depot system. 
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Commercial-type nonmilitary items lend themselves for placement in these 
types of contracts. In order to insure closer attention to items placed on Call- 
type contracts and to fully utilize open-end and call-type contracts, each stock- 
control point maintains an item-by-item review of all commercial-type non- 
military line items having an estimated value in excess of $10,000 placed on 
procurement requests. Similarly, such screening of groups of commercial repair 
parts for a single end item of equipment is accomplished where the total group 
value is $10,000 or more. Each procurement request containing one of the above 
line items or groups of repair parts specifies that procurement will be by the 
use of call-type or open-end contract, unless a statement is included, signed by a 
responsible official of the stock-control point or the contracting officer, giving 
sound reasons why the use of open-end or ¢all-type contracts is not suitable for 
the proposed procurement. A copy of each purchase request with justification 
statement is included in each contract file. 

Procedures utilized by the Ordnance Corps in executing and awarding Call- 
and open-end-type contracts are essentially the same as are used under any other 
forms of contracting operations. The special attention afforded to small business 
by other forms of contracting are also applicable to the processes under which 
eall- and open-end-type contracts are executed and awarded by the Ordnance 
Corps. 

Some examples of items for which the Ordnance Corps uses Call-type and 
open-end contracts are listed below: 

Call-type 
Antifreeze 
Spark plugs 
Solder 
Wire rope 
Reflectors 
V belts 
Cleaning compounds 
Open-end 
Commercial repair parts for automotive equipment 
Boxes 
Local services 

References : 

APP, Section XXX, Part 2 

OPI, Section XXX, Part 2 

ORDM 3-2, Para 4,120 
June 1957 


APPENDIX XIII (j) 
UNITED STATES ARMY ORDNANCE CorPS 


Subject: Weighted Average Pricing Policy. 


Ordnance Statement: 

On June 4, 1957, the Army issued Change 33 to the APP, which rescinded 
the policy of having the ‘set-aside portion” for small business meet the weighted 
average price of award on that portion not set-aside, and substituted the policy 
of awarding the set-aside portion to small business at the highest award price 
on the non-set-aside portion. 

Reference: APP 30-714 dated 4 June 1957. 

June 1957 


APPENDIX XIII (k) 
UNITED STATES ARMy ORDNANCE CORPS 


Subject: Policy Regarding Review of Sole Source Items. 


Ordnance Statement : 

In accordance with Ordnance Corps Order 36-50, the Office, Chief of Ordnance, 
reviews proprietary items and authorizes them for standardization only when 
it is formally determined by an Ordnance Technical Committee that use of such 
items is essential and that no suitable nonproprietary substitute items are avail- 
able. 
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Emphasis is placed on competition and avoidance of sole sources. For ex- 
ample, the Ordnance Procurement Policy Letter for Fiscal Year 1957 stated 
that ‘‘* * * Regardless of the method of procurement, every effort will be made 
to obtain competition, unless direct negotiation with a sole source can be fully 
justified under the Armed Services Procurement Act of 1947 (Public Law 413, 
80th Cong.) and established policies (ASPR 3-210 and APR 3-210).” To fur- 
ther emphasize the above policy, the following additional instructions will be 
issued by the Ordnance Corps: 

“a. Active Development of Competition. All-out effort will be made to create 
conditions which will promote competition among potential sources of R&D and 
supply, whether under formal advertising or under competitive negotiation. 
Procedures designed to accomplish this end include: 

“(1) The requirement by buyers that the originators of R&D projects 
and of procurement requests fully justify in writing any technical aspect 
of such projects or requests which has the effect of eliminating competition 
(e. g., designating a named, sole source; referencing specifications or other 
requirements which have the same effect, etc.). 

“(2) Securing of Ordnance rights to use drawings, standards, specifica- 
tions and intellectual property in competitive procurements for the pur 
pose of establishing additional sources. In furtherance of this policy, com- 
pliance with the new Part 2 of Section IX, ASPR, will assure: (a) in con- 
tracts for developmental items, that clear and legible production-type draw- 
ings, standards, specifications and rights to intellectual property be delivered 
to the Government at or before conclusion of the R&D component design 
and/or prototype fabrication phases or (b) in contracts for initial produc- 
tion of adopted items of a modified commercial design, that such drawings, 
standards, specifications and rights will be delivered with the first quantity 
of end items. 

“(3 Assuring that coordinated and standard specifications are available, 
up-to-date, clear, and are used, and that purchase descriptions and “or equal” 
designations are avoided. (See APP 1-305.) 

“(4) Assuring that drawings are clear and legible, up-to-date and avail- 
able or accessible.” 

June 1957 





APPENDIx XIII (1) 
UnIrep STATES ARMY ORDNANCE CORPS 
Subject: Weapons System Concept Purchasing. 


Ordnance Statement: 


The term “weapons system procurement” is not related to any “specific” 
procurement regulation or policies within the Department of the Army. How- 
ever, the term “weapons system procurement” is generally understood to refer 
to an overall plan of action that places responsibility in a prime contractor 
to see that all elements of a given weapons system are adequately designed, 
tested, and produced. In this role the contractor is primarily a coordinator, 
although he usually assembles the components, and may produce some of the 
parts himself. 

In the instance of certain technical complex and highly specialized military 
equipment, the Army has utilized prime contractors to the greatest practical 
extent to integrate and coordinate development, evaluation, and _ initial 
production. 

Perhaps the nearest the Army comes to so-called “weapons system procure- 
ment” is in the guided-missiles field. In certain guided missiles weapons systems, 
successful development, evaluation, and initial procurement, especially where 
development and procurement are telescoped, can be achieved in the most eco- 
nomical and efficient manner through vesting a single prime contractor with the 
responsibility for these functions to the greatest practical extent. Where these 
conditions obtain, a single qualified prime contractor may be employed. 

Contracts awarded to prime contractors employed in the role of weapons- 
system cordinators are governed and administered by the same policies, regula- 
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tions, and procedures as are applicable to any other type of procurement. There 
is nothing inherent in the employment of prime contractors in this role that will 
adversely affect small business. As a matter of fact from information available 
it appears that small business does very well in this type of procurement. An 
example is the Hawk missile contract. Of 1,800 subcontractors used by the 
prime contractor, 1,540 are small-business firms. Another indication from the 
dollar-volume standpoint involves the Douglas Aircraft Co. This firm, who 
participates in other missile programs, has subcontracted $58 million out of a 
total of $97 million of their Army Ordnance business. Of the $58 million, ap- 
proximately $29 million or 50 percent went to small business. 

In our Charlotte Ordnance Missile Plant, operated for the Army by Douglas 
Aircraft, where we are just now getting started in procurement and production 
activities, based on the first third of calendar year 1957, and extending this 
trend through 1957, 37 percent of purchases by Douglas will be in Charlotte, 
N. C., amounting to $2.6 million—all of which are small businesses. An addi- 
tional 48 percent will go elsewhere in North Carolina. Our Nike ground guidance 
equipment is produced by the Western Electric Co. in its North Carolina shops. 
During 1956, the total shop cost of deliveries (before overhead, profit, ete.) 
amounted to $161 million. Of this amount $102 million went to 4,500 outside 
suppliers in 46 of the 48 States. Of these over 80 percent qualify as small 
business. 

June 1957. 


APPENDIX XIII (m) 
UNITED STATES ARMY ORDNANCE CORPS 
Subject: DA Form 1877—Data on Proposed Procurement. 


Ordnance Statement: 

The Department of Army policy and procedure on the DA Form 1877 was 
put into effect by the Ordnance Corps April 11, 1957. The Senate and House 
Small Business Committees have been advised of this action. 

This is the first formal procedure which requires a presolicitation check to 
be forwarded to the Office, Chief of Ordnance, on unclassified procurements, 
both advertised and negotiated, of $5,000 and up. The DA Form 1877 is in- 
tended to provide the Ordnance Corps small-business adviser with a manage- 
ment aid and review of how procurement personnel and contracting officers are 
interpreting and complying with the Ordnance Corps small-business policy. 

Due to the decentralization of procurement within the Ordnance Corps to 
product centers and district offices, a requirement exists that the DA Form 1877 
must be completed by both the product center and district offices. Sufficient 
time has not elapsed to report any specifics in respect to the use of information 
generated from this source for management purposes. 

References : 

APP 2-250 dated 20 Dec 1956 

APP 30-70t dated 1 Apr 1957 

APP 30—706f and g dated 1 Apr 1957 
APP 30-713c dated 1 Apr 1957 


June 1957 
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DATA ON PROPOSED PROCUREMENT ACTION 


(APP 30-713C) 


465 


DATC oF IG5UANCE OF 


1F8 OR RFP REPORTS CONTROL SYMBOL 


CSGLD 866 


INSTRUCTIONS 


Form to be prepared in triplicate. The first 
porreee will be completed by the Contracting 
fficer or his authorized representative aad 
Block 28 will be completed by the Army Small 
Business Specialist or Representative of the 
field purchasing office for each unclassified 
proposed procurement of $5,000 or more to be 
made in the Continental United States. The 


ATTENTION: Senior Small Business 
1F6 OR RFP NUMBER 





« GIVE BRIEF OESCRIPTION OF ITEMIS) 





original will be forwarded tothe Senior Small 
Business Specialist of the appropriate tech- 
sical service or the ZI Army. One copy will 
be retained by the Army Small Business Spe- 
cialist or the Army Small Busine Repres 
tative of the field purchasing office making 
the procurement, The second copy will be re- 
turned to the permaneat contract. file. 








FROM (Complete name and mailing address of instal lation- 
Include Station Nuwber) 


2. ESTIMATED DOLLAR VALUE OF PROCUREMENT 





%. (Check one) 


CJ aovertiseo () wecoriateo 





6. 1S ITEM PROCUREABLE FROM SMALL|7. ARE QUANTITIES APPROPR 
MENT FROM SMALL 


BUSINESS? 
M res Ciao 


9. PREFERENTIAL TREATMENT 
C) wome CD SMALL BUSINESS SET ASIDE 


WUMBER OF FIRMS ON ITEM BIDOERS’ LIST 


(7 LABOR SURPLUS AREA-SET ASIDE 


5. tS PROCUREMENT SYWOPSIZED (Check one) 
Ores Cino 


£ FOR PROCURE-| 8. DOES IFB OR RFP PERMIT BIDDING 
OW PARTIAL QUANTITIES? 


{J ves (2 wo ves (1) no 


tat 
BUSINESS? 


() DISASTER AREA-SET ASIDE 
WUMBER OF FIRMS ORIGINALLY SOLICITED 





LARGE BUSINESS SMALL BUSINESS 


TF OWLY PARTIAL LIST 1S SOLICITED] 13- 'F6 OPENING DATE 


WHAT PERCENTAGE 





eh. 








CHECK WHICH IS USED (1) Feo. spec. (I) with oeviation CJ ves C) wo (2) wit. seec. C) witn peviation 
CJ ves C) no (3) ormer Spec.) (4) purchase oescriprion() (5) "or Equac” rrPe CJ) 


ARE DRAWINGS FURNISHED wiTH IFB OR RFP? 


C) res (2 #0 


Ores Clno 


1]. TF ANSWER 1S "NO" ARE THE PROSPECTIVE CONTRACTORS 
AOVISED AS TO WHERE DRAWINGS CAN BE INSPECTED? 


Ores COwo 


_IF UNDER SET ASIDE FOR SMALL BUSINESS 


SET ASIDE FOR SMALL BUSINESS 


. 1S IT A 100% SMALL BUSINESS SET ASIDE? |19.1S IT A PARTIAL SMALL BUSINESS SET ASIDE a. IF PARTIAL-INDICATE PERCENTAGE 





A=) ves Cno 


WUMBER OF COPIES OF BID SETS, SPECIFICATION AND ORAWINGS] ESTIMATED COST OF FURNISHING SETS TO SBA 


FURNISHED SMALL BUSINESS ADMINISTRATION 


21. TYPED MAME OF CONTRACTING OFFICER 


22. SIGNATURE OF CONTRACTING OFFICER OR HIS AUTHORIZED 
REPRESENTATIVE 


TO BE COMPLETED BY FIELD SMALL BUSINESS SPECIALIST OR SMALL BUSINESS REPRESENTATIVE 


HAS SMALL BUSINESS BEEN GIVEN AN EQUITABLE OPPORTUNITY TO COMPETE? ( ves 
1F "NO" HAS THE CHIEF OF THE PURCHASING OFFICE BEEN NOTIFIED? (_) YES 


TS AREVISION OF SPECIFICATIONS [15 THE BIDDING TIME 
RECOMMENDED? ADEQUATE? (APP 202b 
CC ves) wo =~— (J ves "Oo 


C2 wo 
CJ wo 


1S THE DELIVERY SCREOULE 
REALISTIC AND REASONABLE 
Caves two 


1F "NO" STATE NUMBER OF 
DAYS ALLOWED 


TYPED NAME OF SMALL BUSINESS SPECIALIST OR | SIGNATURE OF SMALL BUSINESS SPECIALIST OR SMALL 


SMALL BUSINESS REPRESENTATIVE 


Ses 1877 


BUSINESS REPRESENTATIVE 
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UNITED STATES ARMY ORDNANCE CoRPS 


INSTRUCTIONS IN ARMY PROCUREMENT PROCEDURE WITH REFERENCE TO PREPARA- 
TION OF DA ForM 1877, SuBsecr: “DATE ON PROPOSED PROCUREMENT ACTION” 


2-250 DISTRIBUTION OF INVITATIONS FOR Bips AND REQUESTS FOR PROPOSALS. 
In addition to the distribution of Invitations for Bids or Requests for Proposals 
to prospective bidders referred to in ASPR 2-202.1 and 3-101; and APP 2-202.1 
and 3-101c additional distribution shall be made as follows: 

a. Procurement Information Center. One copy of every unclassified Request 
for Proposals which is subject to being published in the Department of Com- 
merce publications “Synopsis of U. S. Government Proposed Procurement, Sales, 
and Contract Awards” (ASPR 2-206.1 and 3-106.1) and one copy of each un- 
classified Invitation for Bids and one copy of every amendment to each such 
Request for Proposals or Invitation for Bids, shall be sent directly, on the date 
issued, to the Procurement Information Center, Office of the Deputy Chief of 
Staff for Logistics, Department of the Army, Old Post Office Building, Wash- 
ington 25, D. C. Letters of transmittal are not necessary. 

b. Small Business Specialist at Purchasing Office. One copy of each Invita- 
tion for Bids or Request for Proposals and amendments thereto, described in 
a. above, will be supplied for display purposes (ASPR 2-202.2) to the Small 
Business Specialist at the purchasing office of issuance. Three copies of DA 
Form 1877, properly completed by the Contracting Officer or his authorized rep- 
resentative in accordance with instructions contained in APP 30-718e (1 will 
then be completed by the Small Business Specialist in accordance with the refer- 
enced instructions. ) 

30-705 Functions To Be PERFORMED BY SMALL BUSINESS ADVISORS AND SPE- 
CIALISTS IN THE DEPARTMENT OF THE ARMY SMALL BUSINESS PROGRAM. 

* * * + * . * 


t. The Small Business Specialist of the purchasing office of issuance, or the 
Contracting Officer at class I installations, will review the entries in items 1 
through 22 on DA Form 1877, received by him in accordance with APP 2—250b, 
to assure that Small Business has been afforded an equitable opportunity to 
compete for the procurement. In the event that the Small Business Specialist 
at the purchasing office, or the Contracting Officer at class I installations, con- 
siders that an equitable opportunity to compete for the procurement has not 
been afforded Small Business, he will bring to the attention of the Command- 
ing Officer of the purchasing office the points in question so that corrective action 
can be taken. The original DA Form 1877 will then be completed and signed 
by the Small Business Specialist at the purchasing office, or the Contracting 
Officer at class I installations, in accordance with the instructions contained in 
APP 30-713c (2) and forwarded to the Small Business Advisor at the head- 
quarters of the head of the appropriate procuring activity (ASPR 1-201.4). 
One copy will be retained as a reference by the Small Business Specialist at the 
purchasing office, or the Contracting Officer at class I installations, for three 
months after the award of the contract or the completion of action on the 
Invitation for Bids or Request for Proposals. The second copy will be signed 
by the purchasing office’s Small Business Specialist or the Contracting Officer 
at class I installations for retention in the contract file. 

u. The Small Business Advisor at the headquarters of the Head of the appro- 
priate Procuring Activity (ASPR 1-201.4) will utilize the completed original of 
DA Form 1877 to analyze preaward activities; (i) to insure that small business 
has been afforded an equitable opportunity to compete for the procurement, and 
(ii) for management and statistical purposes. 

30-706 RESPONSIBILITIES FOR IMPLEMENTATION OF DEPARTMENT OF THE ARMY 
SMALL BUSINESS PROGRAM. 

- * * + aa * * 

f. Accomplishment of DA Form 1877 By Class II and IIT Installations. All 
Class II and III installations will accomplish DA Form 1877 in accordance with 
instructions set forth in APP 2-250, 3-106, 30-705t and uw and 30-713c. 

g. Accomplishment of DA Form 1877 By Class I Installations. Contracting 
Officers at class I installations will accomplish DA Form 1877 in its entirety in 
accordance with instructions set forth in APP 2-250, 3-106, 30-705 t and u and 
30-712c except that Contracting Officers will sign on lines 22 and 23, respectively. 
The original copy of DA Form 1877, will be submitted to the Small Business 
Advisor of the respective ZI army or Military District of Washington, U. 8. 
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Army, for review; the second copy will be placed with the preaward transaction 
file (APP 2-203a(1); and the third copy will be retained by the Contracting 
Officer in chronological order for ready reference. The Small Business Advisor, 
upon making such a review, will bring to the attention of the commander of the 
installation any inequities therein which may negate small business receiving an 
equitable opportunity to compete. 

30-713 Recorps PERTAINING TO SMALL BUSINESS To BE MAINTAINED BY PROCUR- 
ING ACTIVITIES AND FIELD PURCHASING OFFICES (OTHER THAN DD Form 350 anv 
DA ForM 377 Reports). 

ok * + * * + = 

ce. Preparation and Transmittal of “Data on Proposed Procurement Action” 
(DA Form 1877) Report Control Symbol CSGLD-S866. 

(1) For each Invitation for Bids or Request for Proposals on a proposed un- 
classified procurement to be made in the continental United States, as described 
in APP 2-250a, which may result in awards of $5,000 or more, the Contracting 
Officer issuing the Invitation for Bids or Request for Proposals will prepare DA 
Form 1877 in triplicate. The signed DA Form 1877 (in triplicate) will be for- 
warded on the date of issuance (APP 2-250b) of the IFB or Request for Pro- 
posal to the Small Business Specialist of the purchasing office, or the contracting 
officer at Class I installations, together with the copy of the IFB or Request for 
Proposal furnished to the Small Business Specialist or Contracting Officer for 
display purposes (ASPR 2-202.2). 

(2) The Small Business Specialist, or the Contracting Officer at class I in- 
stallations, will complete his portion of the DA Form 1877, sign and transmit 
the original copy of the form to the Small Business Advisor of the Head of the 
Procuring Activity within two working days subsequent to distribution of 
applicable Invitation for Bids or Request for Proposals, one copy will be retained 
and the second copy returned to the permanent contract file. Letters of trans- 
mittal will not be used. 

APPENDIX XIV? 


Policy statements of the Corps of Engineers, submitted by Maj. Gen. FE. C. 
Itchner, Chief of Engineers, U. 8S. Army: 


APPENDIX XIV (a) 


STATEMENT REGARDING PROCEDURES FOLLOWED RELATIVE TO REVIEWING OR SCREENING 
PROCUREMENTS BEFORE SOLICITATION 


The small-business specialist in each procurement office is furnished a copy 
of each purchase request with an estimated cost of $5,000 or more. Each pur- 
chase request is screened for suitability for small business and recommendations 
are submitted where appropriate. 

When a Small Business Administration representative is assigned to a purchas- 
ing office a copy of each purchase request estimated at $10,000 or over is fur- 
nished for his review. 

Screening of purchase requests is performed prior to issuance of invitations 
for bid or requests for proposal. However, the results of the review of the engi- 
neer small-business specialist is later confirmed by completion of applicable sec- 
tions of DA Form 1577. 

The above procedure is applicable to advertised, negotiated, classified, and un- 
classified military supply procurements except that the DA Form 1877 is not 
prepared on classified procurements. 

In the fields of construction and research and development our small-business 
specialists will continue the review of these programs to assure the effective 
results currently being obtained. 

(Reference: APP, par. 30-705n, AR 715-8, par. 10b.) 


APPENDIX XIV (b) 
CRITERIA USED FOR DETERMINING ITEMS SUITABLE FOR SMALL BUSINESS 
The suitability of an item for small business is dependent upon the circum- 


stances existing at the time of the procurement action. In general the item 
must be one that small-business concerns are (i) technically competent to pro- 





1 See pp. 294 and 304. See also appendix XVIII, p. 488, for additional data supplied by 
Corps of Engineers. 
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duce or furnish; (ii) have adequate available facilities and open capacity to pro- 
duce or furnish ; (iii) can produce or furnish at competitive prices (quantity and 
delivery factors considered) ; (iv) are capable of meeting the required delivery 
schedule and are able to produce or furnish without overtaxing their financial 
and technical resources. 

(Reference: APP 30-702n.) 


APPENDIX XIV (c) 
POLICY REGARDING SELECTION OF BIDDERS’ LISTS 


It is the policy of the Corps of Engineers that any firm shall be placed on the 
appropriate bidders’ mailing list provided a request for placement on the list is 
received and provided further that it appears, from the bidders’ mailing list 
application or other available information that the firm requesting inclusion is 
qualified and eligble to fill the requirements of a particular procurement. It is 
encumbent upon firms to submit evidence of qualification and eligibility when 
requesting placement on a bidders’ mailing list. When such evidence is presented 
the procurement office must place the name of the firm on the appropriate list 
and solicit offers or bids from that firm in proper turn. In addition the mailing 
lists for construction contracts contain the names of interested nonbidders such 
as subcontractors, suppliers, and trade publications. 

(Reference: ASPR 2-204, O & R 7102.09.) 


APPENDIX XIV (d) 


CRITERION USED IN SELECTING FIRMS TO BE SOLICITED WHEN BIDDERS’ LIST IS 
ROTATED 


The general policy of the Corps of Engineers is to utilize the preinvitation or 
advance notice method in lieu of rotating the bidders’ list. In military con- 
struction contracting the use of the preinvitation or advance notice is manda- 
tory when the estimated cost of the project is in excess of $100,000. In the 
central procurement office for military supply items, the system is mandatory 
when more than 10 bidders are on the mailing list. In other areas the con- 
tracting officer has the authority to use any equitable method of rotation when 
necessary, but must include a pro rata share of small-business concerns. 

(Reference: ASPR 2-204, O & R 7102.05.) 


APPENDIX XIV (e) 
FORMALLY ADVERTISED PROCUREMENT VERSUS NEGOTIATED PROCUREMENT 


Procurement by advertising is the preferred method of contracting. Nego- 
tiation is used only when authorized pursuant to existing law and when in the 
best interests of the Government. During fiscal year 1956 the Corps of Engi- 
neers obligated a total of $1,080,592,000 of military funds in the continental 
United States of which $840,028,000 or 77.7 percent was made by formal adver- 
tising. 

(Reference: ASPR 1-301, APP 2-102, O & R 7102.01, Department of Army, 
Procurement Action, Report. ) 


APPENDIX XIV (f) 


POLICY RELATING TO USE OF SPECIFICATIONS AND THE DETERMINING FACTORS 
PERMITTING DEVIATIONS 


It is the policy of the Corps of Engineers that adequate specifications will be 
used in each procurement. In certain areas such as research and development, 
items for test, resale, purchases under $1,000, one time procurement, etc., the 
use of a purchase description or “or equal” is authorized. A continuing pro- 
gram is in effect to reduce the use of purchase descriptions and “or equal’ to a 
minimum by review and preparation of specifications for items having a recur- 
ring demand. 

Deviations to specifications are permitted when necessary and when prior to 
award all bidders are advised simultaneously. In cases where circumstances 
require deviations after award is made, negotiation is conducted with the 


T 
f 
Dp 


ce 
il 


Ww 
pl 


of 
of 
of 
fo 


SO 
qu 
ite 
sh 


an 
te} 
of 
th 





Se ee ae eS | 


\- 
\- 
e 


\~ 
n 


to 
eS 


he 


SMALL BUSINESS PROCUREMENT PROGRAM 469 


contractor to arrive at an equitable price adjustment. Deviations to specifica- 
tions are reviewed and action is initiated to revise applicable specifications. 
(Reference: APP 1-305.) 
APPENDIX XIV (g) 


UNREALISTIC REQUIREMENTS AND UNREALISTIC DELIVERY SCHEDULES 


Generally, there are two procedures for forecasting long-range require- 
ments: one for major end items; the other for minor secondary items, sub- 
assemblies and spare parts. The principal difference is that major end-item 
requirements are computed in great detail on the basis of specific allowances 
for each type of unit and activity while minor items and spare parts are com- 
puted on the basis of past-issue experience. 

The methods and processes used in computation of requirements are under 
constant review and the use of electronic data processing machines has mate- 
rially assisted in the development of more realistic requirements. 

It is the policy that delivery schedules incorporated in contracts for sup- 
plies or services will be realistic and reasonable. In addition, a short de- 
livery schedule is never specified for the purpose of reducing competition. 
The contracting officer reviews each purchase request for requested delivery 
and in those instances where the required delivery is not considered realistic 
the requisitioner is advised and requested to accept a longer delivery schedule. 
In addition, delivery schedules for major items of supply are reviewed and ap- 
proved by the Office of the Chief of Engineers. 


APPENDIX XIV (h) 


POLICY REGARDING PROGRESS PAYMENTS TO SMALL BUSINESS VERSUS PROGRESS 
PAYMENTS TO LARGE BUSINESS 


Progress payments are made on an equal basis to small and large concerns 
with the exception that payments to large concerns on relatively small negotiated 
contracts are discouraged while the size of the contract involved is not considered 
in the case of a small-business concern. 

Reference: AR 715-6. 

APPENDIX XIV (i) 


CALL AND OPEN END CONTRACTS 


Call and open end contracts are executed when a net benefit to the Government 
will be gained. The benefits may be gained through (i) simplified procurement 
processes, (ii) reduction of excessive depot stockage and handling of commer- 
cial type items, (iii) elimination of unnecessary transportation costs in and out 
of the depot systems and (iv) elimination of unnecessary expense and burden 
of inventory and requirements control. Procedures utilized in the execution 
of call and open end contracts are essentially the same as are used in other 
forms of contracting. 

(Reference: APP, pt. 11, sec. XXX.) 


APPENDIX XIV (j) 
POLICY REGARDING REVIEW OF SOLE SOURCE ITEMS 


The contracting officer performs a review on each procurement of a sole 
source item as each purchase must be justified. In the case of recurring or 
quantity demands additional sources are sought. In the case of proprietary 
items consideration is given to whether new and improved substitute items 
should be developed by the Government. 

(Reference: ASPR 3-210.) 


APPENDIX XIV (k) 
DA FORM 1877 


The DA Form 1877 is being used to assure that small business is afforded 
an equitable opportunity to compete. Use of the form has recently been ex- 
tended to cover all phases of Corps of Engineers operations. An additional period 
of time will be required before any conclusions may be drawn as to the effect 
the form will have on awards to small business. 
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APPENDIx XV? 


Poticy STATEMENTS OF THE SIGNAL Corps, SUBMITTED BY MAJ. GEN. JAMES 
DREYFUS 


APPENDIX XV (a) 


DETAILED PROCEDURE BEING FOLLOWED RELATIVE TO REVIEWING OR SCREENING PRO- 
CURRENT BEFORE SOLICITATION (BOTH FORMALLY ADVERTISED AND NEGOTIATED, 
CLASSIFIED AND UNCLASSIFIED) 


1. Review by small-business specialist——Copies of all procurement directives 
in the amount of $1,000 or more are furnished to the small-business specialist 
for his review and recommendation to the contracting officer as to suitability 
for small business. In addition, these procurement directives are utilized as 
a basis for ascertaining whether there is subcontractor potential. 

2. Review by Small Business Administration—In addition to the review of 
the small-business specialist, at those installations where Small Business Ad- 
ministration representatives are stationed, copies of all procurement directives 
in the amount of $5,000 or more are made available to the Small Business 
Administration representatives for similar review and recommendation. 

3. Recommendations as to the suitability for small business, when concurred 
in by the contracting officer, result in either partial or complete small business 
setasides, and, if the value of the procurement is estimated to exceed $10,000, 
the proposed procurement is published in the Department of Commerce Synop- 
sis of Proposed Procurements. 

4. DA Form 1877, Data on Proposed Procurement Action, is prepared by the 
eontracting officer and forwarded, with the display copy of the invitation for 
bid or request for proposal, to the small-business specialist for review, to insure 
that an equitable opportunity has been given to small business and for signature 
and distribution. The small-business specialist retains 1 copy of Form 1877 
for record, sends 1 copy to the small-business adviser of the head of the pro- 
euring activity, and returns 1 copy to the contracting officer for the contract 
file. 

APPENDIX XV (b) 


CRITERIA USED FOR DETERMINING THOSE ITEMS SUITABLE FOR SMALL BUSINESS 


1. In determining suitability of an item for procurement from small-business 
firms, the previous procurement history of the item or similar items is carefully 
analyzed. A small-business set-aside or the inclusion of an appropriate number 
of small-business firms on the mailing list, depends upon whether there are 
small-business concerns which in accordance with Army Procurement Procedure 
30-702, n: 

(a) Have the technical ability to perform. 

(b) Have adequate available facilities. 

(c) Can quote competitively—considering quantity and delivery. 

(d) Are capable of meeting the required delivery schedule. 

(e) Have the requisite financial ability. 

2. Enforcement of this policy is accomplished by : 

(a) Consideration of these factors by personnel responsible for preparation 
of bidders lists. 

(b) Joint review of procurement directives by the contracting officer and the 
Small Business Administration representative and/or small-business specialist. 

(c) Review of the contracting officer’s actions by the small-business specialist 
for each unclassified proposed procurement of $5,000 or more (DA 1877). 

(d) Representation by the small-business specialist at awards review com- 
mittees involving procurements on which both large and small business have 
submitted quotations. 


APPENDIX XV (c) 
POLICY REGARDING SELECTION OF BIDDERS LISTS 
1. Bidders lists are maintained in all Signal Corps purchasing installations in 


a manner which will insure that eligible and qualified suppliers are readily 


1See p. 331. 
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available to fill our procurement needs. These lists are developed from: (@) 
industry surveys, (0) bidders mailing list applications, (c) qualified sources 
of supply obtained from commercial catalogs and other trade publications. The 
lists are kept up to date by removing companies who have evidenced disinterest 
in our procurement either through response to periodic questionnaires on this 
subject or through the use of presolicitation inquiries in connection with indi- 
vidual proposed procurements. 

2. The Signal Corps encourages participation in its procurement program by 
publicizing its activities at various bid display centers throughout the United 
States, participation in industry exhibits and conventions, small business coun- 
cils, and maintain close relationships with industry groups. 

3. United States Army Signal Supply Agency operations. 

(a) At the Signal Corps’ central procurement office in Philadelphia, up-to- 
date bidders lists covering 111 commodity classifications are maintained. The 
commodity classifications represent approximately 5,000 categories of items of 
supply, personal services by experts or consultants, and nonpersonal services. 

(b) Information concerning the supplier’s sphere of interest, products, classi- 
fication as to small or large business, and plant location are coded onto addresso- 
graph plates. This results in automatic processing of bidders lists after skilled 
technicians determine the appropriate commodity classifications. 


APPENDIX XV (d) 
CRITERION USED IN SELECTING FIRMS TO RE SOLICITED WHEN BIDDERS LIST IS ROTATED 


Army Signal Corps policy: 

1. The number of firms on the bidders list is usually far in excess of the 
number that could be reasonably solicited on any one procurement. Therefore, 
the Signal Corps employs rotation procedures frequently. In selecting sources, 
consideration is given to such factors as: 

(a) Number of firms on the list. 

(b) Dollar value of procurement. 

(c) Nature of the commodity. 

(ad) Degree of industry competition. 

(e) Suitability for small business. 

(f) Previous suppliers. 

(g) Adequacy of procurement data. 

2. After consideration of these factors, a bidders list is established by includ- 
ing a sufficient number of firms to provide adequate competition. Through a 
rotation system a portion of the large number of firms on the bidders list is 
selected on an alphabetical basis. 

3. With respect to small business, the contracting officer reviews the list to 
determine whether a complete or partial small business setaside is feasible, and 
if not feasible, ascertains that a representative number of small-business com- 
panies are included in the list. 


APPENDIX XV (e) 


SIGNAL CORPS OPERATIONAL POLICY WITH REGARD TO FORMALLY ADVERTISED VERSUS 
NEGOTIATED PROCUREMENT 


1. Formal advertising is the preferred method of procurement in the Army 
Signal Corps: however, there are conditions wherein circumstances do not 
permit full and free competition under advertising procedures and the procure- 
ments must be negotiated to protect the interest of the Government. Under 
circumstances in which effective competition cannot be obtained or military 
objectives cannot be met by means of formal advertising, negotiation is em- 
ployed in accordance with the provisions of Title 10, United States Code, Sec- 
tion 2403 (a): Armed Service Procurement Regulation and Army Procurement 
Procedure. In determining the most advantageous method of procurement to 
be used for a given situation, consideration is given to the following: 

(a) Dollar value of the procurement. 

(b) Nature and complexity of the item or service. 

(c) Adequacy of procurement data. 

(d@) Number of suppliers. 

(e) Delivery requirements. 

(f) Interests of industrial mobilization. 

(g) Suitability for small-business setaside. 


94187 57——31 
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2. In the Signal Corps during the first 9 months of fiscal year 1957, 3.6 per- 
cent of all actions were formally advertised. The statistics show a high over- 
all percentage of negotiated procurement actions because procurements $2,500 
and under are normally negotiated in order to handle purchases in the small 
purchase area efficiently, and this area comprised more than 93 percent of the 
total number of procurements. Excluding negotiated small purchases for the 
first 9 months of fiscal year 1957, 40 percent of the remaining procurement 
actions were formally advertised: during this period 58.3 percent of all pro- 
curement actions were placed with small-business concerns for 25.5 percent of 
the dollar value. 

3. Procurement of the 60 percent effected by negotiation (other than small 
purchases) was in the following areas in which formal advertising is normally 
not feasible: 

(a) Research and development. 

(b) In the interest of industrial mobilization. 

(c) Inadequate procurement data to permit free and full competition under 
formal advertising. 

Emphasis is continually being placed on reducing the number of negotiated 
procurements under 3 (c) above. In order to maintain procurement data 
suitable for formal advertising for as many procurements as possible, increased 
effort is being made to obtain manufacturers drawings from industry at the 
earliest possible date. 

APPENDIX XV (f) 


POLICY RELATING TO USE OF SPECIFICATIONS AND THE DETERMINING FACTORS 
PERMITTING DEVIATIONS 


1. Specifications are used as a basis for procurement of equipment except in 
unusual cases where the development of the specification is not warranted. To 
gether with the specification, a model of the equipment is generally made avail- 
able and drawings are always furnished, when available. The specifications 
used are either (a) Uncoordinated Signal Corps specifications, (b) uncoor- 
dinated specifications of other services or departments, or (c) coordinated 
specifications, i. e., those approved by Army, Navy, and Air Force. 

2. Specifications for an equipment set forth performance requirements, stand- 
ards of workmanship, testing requirements, packaging and packing require- 
ments, and related standards specifications for such aspects as materials, finishes, 
components. These requirements result from development and first-time pro- 
duction run phases and are representative of the capabilities of industry and 
state of the art. 

.3. In the event specifications, model, and/or drawings are used, the specifica- 
tion generally governs and any discrepancies are resolved in favor of the 
specification. 

4. Deviations are permitted in the interest of the Government, or when re- 
quested by the contractor for his benefit, but only where such action is not 
inconsistent with the overall objectives of the conturact. When deviations are 
requested by contractors, they may be granted to overcome production difficul- 
ties such as: (i) inability to secure MIL components, (ii) waiver of extensive 
test requirements on small quantity equipment procurements. or to assist con- 
tractors in fulfillment of contractual obligations, when in the best interest of 
the Government. 

APPENDIX XV (g) 


COMMENTS ON UNREALISTIC DELIVERY SCHEDULES 


1. To assure that delivery schedules in contracts are realistic, the contract- 
ing officer is required to thoroughly analyze delivery requirements and sched- 
ules for that objective prior to execution of the contract. The procedures of the 
Signal Corps caution contracting officers against executing contracts with un- 
realistic delivery schedules and require that in arriving at a determination in 
that area, the following elements be considered: 

(a) Previous production experience of that or similar items. 

(b) The amount of production engineering or development work required. 

(c) Production lead time. 

(d) Testing time for preproduction samples, if required. 

(e) Time required to process technical literature requirements, if such re- 
quirements exist. 
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2. If, during the course of a negotiated procurement, bidders advise that 
delivery schedules cannot be met, adjustments will be made accordingly. 
Should this situation arise in formal advertising, the IF B would be amended 
or canceled, as the time limitations dictate, and resolicitation effected on the 
more realistic basis. The circumstances, however, in which the latter occurs 
are infrequent. 

APPENDIX XV (h) 


COMMENT ON UNREALISTIC REQUIREMENTS 


1. The statement of the Department of the Army on computation of require- 
ments is the basis of Signal Corps requirements programing, for planning pur- 
poses. 

2. Insofar as procurement is concerned, the purchasing organization consid- 
ers as realistic the requirement (after determination of stock position) set forth 
in a procurement directive for an item, and proceeds with the procurement. 
The procurement office recognizes that, with respect to an item under procure- 
ment, the requirement may change upward or downward or may be canceled, on 
the basis of cyclic review. These contingencies are provided for prior to award 
of contract, by notice in the procurement directive requesting that range 
quantity bidding be included in the proposals or invitations. Amendments to a 
procurement directive may also be the basis of amendments to the proposal or 
invitation prior to the opening date. Increase option clauses in the contract 
are utilized to cover an increase in requirement after award. Decreases in 
requirements after award of a contract are the basis for partial or complete 
cancellation for the henefit of the Government. 


APPENDIX XV (i) 


PRESENT POLICY REGARDING PROGRESS PAYMENTS TO SMALL BUSINESS VERSUS 
PROGRESS PAYMENTS TO LARGE BUSINESS 


1. Consistent with Army Regulation AR 715-6, the following is Signal Corps 
policy with respect to both large and small business: 

(a) The need for progress payments is not considered a handicap in receiv- 
ing an award provided the contractor is otherwise competent and capable of 
satisfactory performance. 

(b) In formal advertising, provision is made in the IFB to permit indus- 
try to request progress payments on contracts. 

(c) To be eligible for progress payments, contractors must have a reliable 
and adequate accounting system and controls. 

(7) Decisions to make progress payments available shall be made promptly 
and with the least amount of investigation consistent with proudent adminis- 
tration. 

(e) Invoices for progress payments shall be handled on a priority basis and 
payments made as expeditiously as possible. 

2. In the application of the policy, no distinction is drawn between large 
and small business. 

APPENDIX XV (j) 
RANGE PROCUREMEN11 


1. Range procurements are utilized on a selective basis in those instances 
wherein it is anticipated that requirements may fluctuate prior to consumma- 
tion of an award. This fluctuation is due primarily to (i) requirements for 
the equipment by other services or depots, and (ii) organizational changes 
within the Army which will change the quantity required for troop issue. 

2. The use of range quantities in obtaining bids obviates the need for dupli- 
cate solicitation and/or amendments to IFB’s during the period prior to award. 
In the event that a change in requirements is made prior to award, adjust- 
ments can be accomplished without delay and with minimum additional effort. 


APPENDIX XV (k) 
CALL AND OPEN-END TYPE CONTRACTS 
1. General.—Open-end and call-type contracts are employed for commercial 


or semicommercial nonmilitary items of supply whenever the net benefits to the 
Government are evidenced and these requirements cannot be obtained from ex- 
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isting Federal schedule supplies, Federal Prison Industries, Inc., or open-end 
eontracts of other tech services. The benefits of an open-end or call type 
contract include the following: (i) simplifies procurement procedures in that 
delivery orders may be issued to obtain supplies when needed, (ii) reduces the 
amount of stock to be stored at the supply system inasmuch as requirements 
ean be requisitioned as needed. and (iii) Monetary savings to the Government 
in eliminating cross transportation charges. 

2. Small business considerations.—The same considerations and preferences 
afforded small business firms in other methods of contracting are applied to 
open-end and eall-type contracts. 

3. USASSA operations. 

(a) Open-end contracts. 

(1) Criteria for selection of items: 

(a) Item must be a commercial type or semicommercial type nonmilitary 
item, readily available from dealers and suppliers. 

(b) Item required in realtively small quantities with frequency of recurring 
requirements unpredictable. 

(c) Item not procurable from Federal supply schedule. 

(d) Requirements are unknown or are difficult to estimate. 

(b) Call-type contracts. 

(1) Criteria for selection of items: 

(a) Commercial or semicommercial type nonmilitary. 

(b) Required in relatively large quanties. 

(c) Not procurable from Federal supply schedule. 

(d) Requisitions are frequent and recurring and cover a relatively longer 
period of time. 

(e) There is a definite requirement and funds can be allocated to the pro- 
curement. 

(2) All dry batteries, as well as all items meeting the above criteria and 
estimated to exceed $10,000, are considered as candidates for placement of call- 
type contracts. 

(3) Call-type contracts specify the quantity to be delivered upon eall by the 
contracting officer. 

APPENDIX XV (1) 


POLICY REGARDING REVIEW OF SOLE-SOURCE ITEMS 


The Signal Corps attempts to secure maximum competition on all procure- 
ments with the exception of small purchases where competition is necessarily 
limited, because of disproportionate cost of solicitation. To that end, the fol- 
lowing program has been implemented to avoid sole-source procurement. 

(a) In the development state of an item, every effort is expended to obtain 
sufficient data to permit competitive bidding on future procurements. 
instances, models, technical characteristics, and requirements 
When appropriate, preliminary drawings are secured. 

(b) On first-time production contracts, the contractor is required to submit 
production drawings concurrently with initial delivery of the equipment. 

(c) The originator of procurement directives is required to fully justify 
sole-source requests. The procurement directives are then carefully screened 
by the contracting officer and his technical personnel to assure that the item 
specified is not available from other sources. 

(d@) Available technical data are reviewed to ascertain the adequacy of such 
data to permit procurement by open solicitation. 

(e) Industrial preparedness measures are utilized to develop sources of sup- 
ply where only one or a limited number exists. This provides mobilization 
readiness and in addition, assists in eliminating the disadvantages inherent 
in a sole-source solicitation. 

(f) In enforcing the policy : 

(1) Contracting officers are required to make a written determination that 
under the circumstances the sole-source procurement is in the best interests of 
the Government, citing therein the reasons therefor. 

(2) Procurement plans for preferential planning list items are reviewed by 
a procurement planning committee. This review includes, among other things, 
screening of the latest procurement technical data and recommended sources. 

(3) Proposed awards are reviewed independently by qualified experts to 
make sure that all steps have been taken to secure other sources so as to ac- 
complish the procurement by competitive solicitation. 


In most 
are obtained. 
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(4) The Signal Corps Inspector General and the procurement survey team 
review contract folders to assure compliance with stated policy and procedures. 


APPENDIX XV (m) 


WHAT HAS THE SIGNAL CORPS DONE TO CARRY OUT THE RECENT ARMY POLICY CON- 
CERNING A CHECKLIST (DA FORM 1877) TO ASSURE SMALL BUSINESS AN EQUITABLE 


OPPORTUNITY TO COMPETE FOR CONTRACTS ON A PROCUREMENT-BY-PROCUREMENT 
BASIS ? 


1. Policy has been placed into effect in all Signal Corps procurement activ- 
ities. Implementing instructions have been disseminated to all purchasing 
offices (I. P. I. No. 79, dated April 2, 1957, copy attached). 

2. In completing the form, the contracting officer reviews the circumstances 
governing a particular procurement to assure that the fullest consideration has 
been given to small business. 

3. An independent review of the contracting officer’s action is made by the 
small-business specialist at the purchasing installation and, under certain con- 
ditions, by a contract review board prior to award. 


APPENDIX XVI* 


POLICY STATEMENTS OF THE QUARTERMASTER CORPS SUBMITTED BY MAJ. GEN. A. B. 
DENNISTON, DEPUTY QUARTERMASTER GENERAL, DEPARTMENT OF THE ARMY 


APPENDIX XVI (a) 


DETAILED PROCEDURES BEING FOLLOWED RELATIVE TO REVIEWING AND SCREENING 
PROCUREMENT BEFORE SOLICITATION (BOTH FORMALLY ADVERTISED AND NEGOTIATED, 
CLASSIVIED AND UNCLASSIFIED) 


1. Policy. Army Regulation 715-8, section 1V, par. 10b, “Screening of Procure- 
ments.” 

“Representatives of the Small Business Administration, when properly 
authorized and cleared for security will be afforded (on request) an opportunity 
to review each proposed procurement of $10,000 and over at the procuring offices 
and to make recommendations concerning it, including proposals that it be 
exclusively or partially set aside for small business concerns. A similar oppor- 
tunity to review proposed procurements under $10,000 (may) be extended by the 
procuring offices where desired. Appropriate desk space and telephone facilities 
will be provided such Small Business Administration representatives when 
assigned to a procuring activity, on a full- or part-time basis.” 

2. Detailed procedure, (a) The QMC small-business specialist acting as the 
Agency’s or Procurement Office’s representative will review jointly with the Small 

Susiness Administration representative designated for the installation all SBA 
Forms 70, where a set-aside is requested or SBA Forms No. 231 (or its equiva- 
lent) when a set-aside for small business is considered impracticable. Upon 
agreement, the form is signed by contracting oflicer or his delegate for the QMC, 
and the Small Business Administration representative. These forms are dis- 
tributed as follows: 

Four copies for SBA, 1 copy for the QMC’s small business adviser, of the 
Quartermaster General, and 1 copy for the procurement files, and 1 copy for the 
small business specialist. All transactions with the Small Business Administra- 
tion representatives are conducted through the QMC small-business adviser or 
specialist. 

(b) Making joint SBA/QMC set-asides for small business QMC small business 
specialist: (1) Reviews all proposed procurements (with certain exceptions) 
where the estimated cost is $10,000 or above. These exceptions include perish- 
able subsistence ; personal or professional services, services of educational insti- 
tutions, and emergency procurements where time is of the essence. 

(2) Reviews, along with the purchase authorization, information from past 
procurements of the item under review. 

(3) Reviews abstracts of bids made as a result of past joint set-aside decisions. 

(4) Evaluates the composition of the industry from previous abstracts of 
bids, i. e. large and small business. 


1See p. 347. 
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(5) Considers the particular circumstances surrounding the procurement, i. e. 
quantity of the item, schedule of the deliveries, and place or places for deliveries. 

(6) Discusses with the contracting officer or his delegate to find out any 
other conditions as to past procurement experiences and difficulties, if any, which 
lave been encountered. 

(c) The small business specialists also determine: 

(1) Whether the procurement is “suitable” for performance by small business 
concerns ; 

(2) The percentage of the procurement, if any, considered suitable under (1) 
above. 

(3) Makes sure the folder on the cast contains all necessary data. A Form 
No. 70 or SBA No. 231 (or its equivalent) is prepared with suggested action 
thereon as assistance to the Small Business administrative representative in 
joint actions. 

(d) SBA representative screening: (1) The SBA representative may either 
take the file for examination and determination for a period of two working 
days or he may make his examination and determination at the time of presenta- 
tion. He then makes formal request for entire or partial set-side or he may 
determine that a set-aside is impracticable. At this point, when agreement has 
been reached by both parties, signatures are affixed and the determination has 
been completed. At all stages in the screening process the SBA representative 
is furnished all available data that he requests to aid him in making his decision. 

(2) In cases when the procurement officer is unwilling to accept a request for 
a set-aside, he will, therefore, deny the request on Form No. 70, setting forth 
reasons in full. 

(e) This action is final unless appealed by SBA. 


APPENDIX XVI (b) 
CRITERIA USED FOR DETERMINING THOSE ITEMS SUITABLE FOR SMALL BUSINESS 


1. The criteria used by the Quartermaster Corps in determining those items 
suitable for small business are those stated in APP, part 7, section 30, paragraph 
30-702, as amended by change 31. 

2. This reference is quoted as follows: 

“Suitable for procurement from small business.—An item or service is con- 
sidered ‘suitable’ for procurement from small business when the item or service 
is one which established business concerns in the small business category 
presently— 

(1) Are technically competent to produce or furnish ; 

(2) Have adequate available facilities and open capacity to produce or 
furnish ; 

(3) Can produce or furnish at competitive prices (quantity and delivery 
factors considered), as sources of supply as defined in APP 1-201.9; 

(4) Are capable of meeting the required delivery schedule; and 

(5) Are able to produce or furnish without overtaxing their financial and 
technical resources.” 

APPENDIX XVI (c) 


POLICY REGARDING SELECTION OF BIDDERS LISTS 


1. Bidders lists are developed on an item basis. They include the names of 
suppliers who submit preliminary evidence of qualifications and eligibility at 
the time of application for placement on such an item List. 

2. It is the policy of the QMC that any firm shall be placed on the appropriate 


bidders mailing list provided a request for placement on the list is received on 
the appropriate application forms. 
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8. Contracting officers are not required to solicit bids or quotations from all 
firms appearing on a particular bidders mailing list when the number of names 
on the list is considered to be excessive in relation to a specific procurement. 
When such a situation exists he is permitted to solicit bids or offers from less 
than the total list of names by the use of such methods as rotation and of pre- 
invitation notices. However, as a matter of practice, the Quartermaster Corps 
solicits all bidders on the list. 

4. A copy of Standard Form 129 (bidders mailing list application) and DD 
Form 558-1 (bidders mailing list application supplement) are enclosed. 


APPENDIX XVI (d) 


WHAT IS THE CRITERION USED IN SELECTING FIRMS TO BE SOLICITED WILEN BIDDERS’ 
LIST IS ROTATED 


It is a standard practice among Quartermaster Corps purchasing activities 
to utilize the entire bidders’ list each time the procurement of particular item is 
effected to insure maximum competition. Quartermaster Corps bidders’ lists 
do not contain an abnormally large number of bidders making rotation neither 
desirable nor required. 

APPENDIx XVI (e) 


POLICY STATEMENT OF THE QMC—ADVERTISED VERSUS NEGOTIATED PROCUREMENT 


1. The Quartermaster Corps annually purchases goods and services valued 
at approximately $1 billion. In effecting purchases, formal advertising is utilized 
except where negotiation is more practicable and is authorized by law and 
regulation. 

2. A review of the first half, fiscal year 1957, accomplishments reveals that our 
aggregate purchases totaled some $584 million and of this, approximately, 78 
percent was contracted by negotiated procedure. This prevalence of negotiation 
is due primarily to the nature of the items for which the corps has purchase 
responsibility. For example, the purchase of subsistence is by informal compe- 
titive bidding and is conducted in such a manner as to retain the competitive 
features of formal advertising by the solicitation of proposals from the maximum 
number of suppliers. 

5. Several charts have been prepared to demonstrate the extent of small- 
business participation in our procurement program during the first half of the 
fiscal year 1957. It is believed that small-business participation will continue 
at the same high level for the balance of this and subsequent years. 

4. Charts: 

(a) Chart I. Total procurement—Advertised and negotiated (dollar value) : 
This chart illustrates small-business receipt of 58.9 percent of dollar value of 
contracts awarded. 

(b) Chart Il. Total procurement—aAdvertised and negotiated (number of 
procurement action): This chart indicates that small business was awarded 
74.3 percent of the contracts executed. 

(c) Chart III, Total procurement—Advertised versus negotiated: This chart 
indicates that 77.7 percent of procurement dollars were awarded under negotia- 
tion procedures as opposed to 22.3 percent by formal advertising. 

(d¢@) Chart IV. Negotiated procurement (dollar value): This chart explains 
the high incidence of negotiation by illustrating the extent of negotiation per- 
mitted by the several authorities provided by title 10 United States Code, 
section 2304 (a). 

(e) Chart V. Advertised (dollar value) : This chart indicated that small busi- 
ness received 64.6 percent of the dollar value awarded under formal advertising 
procedures. Note, however, the relatively low monetary amount involved. 

(f) Chart VI. Negotiated (dollar value): This chart indicates that small 
business received 57.3 percent of the dollar value awarded pursuant to negotia- 
tion procedures. Note the relatively high monetary amount involved. 
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SMALL BUSINESS SHARE OF OMC PROCUREMENT = 1ST SIX MONTHS FY 1957 


T 
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Vv 
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Small Business 
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Small Business 
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APPENDIx XVI (f) 


POLICY RELATING TO USE OF SPECIFICATIONS AND THE DETERMINING FACTORS 


PERMITTING DEVIATIONS 


It is Quartermaster Corps policy to procure supplies using only approved 
specifications and to require rigid adherence to them during contract pertorm- 
ance. It may be necessary to grant deviations from such specifications during 
contract performance but they must be justified. in these instances, deviations 
are granted provided they are in the interest of the Government, adequate con- 
sideration is obtained by the Government, and the reasons for granting the 
deviations are adequately documented in the contract files. We are constantly 
working to improve the specifications to preclude recurrence of repetitive devia- 
tions. 

APPENDIX XVI (2g) 


COMMENTS ON UNREALISTIC REQUIREMENTS AND UNREALISTIC DELIVERY SCHEDULES 


1. The Quartermaster Corps studies and plans for its procurement so that it 
may designate adequate lead time and provide realistic delivery schedules. It 
shortens administrative lead time wherever possible. Production lead time, how- 
ever, is actually dictated by industry and the contractor, who also influence de- 
livery schedules. Over recent years as result of industry advisory meetings, 
discussions with manufacturers, ete. QMC has generally lengthened its pro- 
duction lead times to insure that those utilized conform to industry practice. 

2. To insure that more realistic delivery schedules are set forth in the original 
contract, the Department of the Army issued additional guidance to the con- 
tracting officer in the Army Procurement Procedure on March 12, 1957 (APP 
2—-201le, Change No. 29). This information dealt with the method of stating de- 
livery requirements in invitations for bids and the evaluation of bids with re 
spect to time of delivery offered. The text of this additional guidance is as 
follows: 

“Each invitation for bid will contain a delivery clause designed to meet the 
requirements of the particular procurement and will be prepared in conformity 
with the following: 

“(a) Delivery requirements stated in the invitation shall be as realistic of 
attainment as possible. Contracting officers will question any delivery require- 
ment which appears to be unrealistic and make appropriate adjustments, in co- 
ordination with the initiator of the requirements, prior to issuing the invitation. 

“(b) The invitation will state the time limitations on delivery within which 
delivery offers will be considered responsible to the invitation. Particular care 
will be taken to insure that the Government's latest acceptable delivery time is 
clearly set forth. Bidders shall be advised that 


“(1) Bids offering delivery within the acceptable time limits stated will 
be considered responsive to the delivery requirements of the invitation and 
will be evaluated equally ; and 

”*(2) Bids offering delivery beyond these limits will be rejected as non- 
responsive. 


“3. To the extent that delays beyond the control of the contractor arise, com- 
mensurate extensions of delivery schedules are a matter of course.” 


APPENDIx XVI (h) 


PRESENT POLICY REGARDING PROGRESS PAYMENTS TO SMALL BUSINESS VERSUS PROGRESS 
PAYMENTS TO LARGE BUSINESS 


1. Progress payments of the Quartermaster Corps are defined and identified 
as those payments made to contractors on the basis of costs incurred before de- 
livery, as work progresses under a contract 

2. The Quartermaster Corps considers that progress payments are appropriate 
to supplement working capital available to defense contractors. Progress pay- 
ments are granted on production contracts that involve a long preparatory 
period from the beginning of work on the contract to the first delivery under 
the contract to prevent impairment of contractor’s working funds. QMC makes 
progress payments up to 75 percent of total costs, or 90 percent of direct labor 
and material costs of work done under the undelivered portion of the contract. 

3. When negotiated procurements are involved, provision for progress pay- 
ments is resolved during negotiations. In advertised procurements, contracting 
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officers include in the invitations for bids a provision for progress payments 
when it is determined or anticipated that 

(a) The period between the beginning of work and the required first 
delivery will exceed 6 months. 

(b) Progress payments will be useful or necessary by reason of unusu:! 
circumstances which will result in substantial predelivery costs that ma) 
materially deplete a contractor’s working funds, including, but not limited 
to, procurements set aside for small business when it is expected that a large 
predelivery accumulation of materials, purchased parts, or components ma) 
result. 


PROGRESS PAYMENTS BY QUARTERMASTER CORPS, FISCAL YEARS 1956 AND 1957 
No progress payments were initiated in fiscal year 1957.—The following re}- 
resent progress payments initiated in fiscal year 1956. As of March 1957, all 


progress payments shown had been liquidated. 


Progress payments fiscal year 1956 (all small business) 


Amount 








Contract No. Contractor 
Contract Progress 
payments 
DA 11-009-Q M-25433 J. D. Froehlick, Chicago, Il $25, 660. 00 $19, 517. 00 
DA 36-030-QM-5309 Jules Comforter Manufacturing Co., Holyoke, Mass 258, 179. 76 96, 701. 72 
DA 44-073-A II-937 Conquest, Moncure & Dun, Richmond, Va 35, 861. 00 27, 031. 12 
DA 44-073-AII-983__- Conyngham Sales Co., Markel Bank Bldg., Hazelton, 58, 656. 00 5, 278. 50 
Pa 

DA 44-073-AII-043 thins ee ‘ seine 48, 799. 00 4, 391. 00 
otal (4 contractors, 5 contracts : 427.155. 76 152, 919. 34 


APPENDIx XVI (i) 
BAILMENT PROCEDURE IN CUT-MAKE-AND-TRIM CONTRACTS 


1. Background.—(a) For approximately 1 year, the Navy successfully used 
a new procedure for bailment of Government-furnished property in cut-make-and- 
trim procurements. The Navy adopted this procedure in March 1956 and during 
the calendar year 1956 awarded cut-make-and-trim contracts amounting to ap- 
proximately $22 million, many of which went to small-business firms. The 
Navy reported industry acceptance of the new procedure. In the light of the 
Navy’s experience, the Quartermaster Corps decided to test it. 

(b) Since January 1957 bids have been opened at the Military Clothing and 
Textile Supply Agency on seven test procurements under the new procedure. <A 
comparison of the responses under the new procedure with prior procurements 
under the old procedure given in the attached table indicates no lessening of 
interest by small business as a result of the new procedure. 

(c) The Assistant Secretary of the Army (Logistics) reviewed the results of 
the seven test procurements last May and authorized further tests subject to his 
review in August 1957. 

2. Outline of procedure.—(a) Bidders are required to quote an end item price 
which includes the value of the Government furnished property the bidder deter- 
mines will be required by him for performance. The invitation for bids shows 
the value of the Government furnished property and the bidder inserts his re- 
quirements. 

(b) Suecessful bidders are required to deposit an amount equal to the value 
of the Government furnished property prior to delivery by the Government. 
The contractor may order his Government furnished property from to time during 
the life of the contract. The contractor must justify orders in excess of the 
quantity considered necessary by the Government. This is designed to preclude 
“purchase” when the value of the Government furnished property is below 
current market. 

(c) Refund of the deposit is made concurrent with payment for items de- 
livered. One check covers both a refund of a proportionate share of the deposit 
and the payment for the services rendered. Upon completion of the contract 
any Government furnished property not consumed is required to be returned to 
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the Government and the contractor is reimbursed therefor. Title to scrap and 
irreparables remains with the Government and no refund is made for these items, 

3. Benefits of the procedure.—(a) To the Government: 

(1) Provides optimum protection to the Government for Government fur- 
nished property. When a contractor’s own funds are involved the maximum in 
eare and cutting efficiency may be anticipated. 

(2) Greatly simplifies bid evaluation and expedites awards. 

(3) Significantly decreases accounting requirements, scheduling of Govern- 
ment furnished property to contractors, and obviates need for Government 
personnel in plants to supervise utilization of the Government furnished 
property. 

(4) Personnel savings will accrue. 

(b) To the contractor: 

(1) Expedited awards. 

(2) Every vard saved increases his profit. 


Comparison of small business responses under test bailment procedure with 
prior procurements under the old procedure 


Increase or 

| decrease 

in small 

Item Bailment procedure Nonbailment procedure business 
| |} response 

| under bil- 








ment 
Shirt, man’s, cotton__.........-- | Quantity, 277,080. Quantity, 643,000. 
Number of bidders _- 9 | Number of bidders...... 8 
Large business...... 2 Large business. . 2 
Small business_..... 7 Small business_..... 6 | 
| = +1 
Trousers, men’s, wool serge__...| Quantity, 200,040. |} Quantity, 31,000. | 
Number of bidders _- 17 | Number of bidders_..... 7 
| +10 
All small business All small business 
(restricted to small | (restricted to small 
business). | business). 
Trousers, men’s, cotton_._...-.- Quantity, 142,960. Quantity, 909,020. 
Number of bidders_..... 12 | Number of bidders-- 15 | 
| 
All small business Large business 0 | 
| (restricted to small Small business. 15 | —3 
business). (Not restricted to | 
small business.) 
Pocket, ammunition magazine__| Quantity, 1,902,600. |} Quantity, 2,400,120. 
| Number of bidders 15 | Number of bidders 13 
| eee 
Large business - - 1 | Large business 2 
Small business 14 | Small business - 11 | 
=| +3 
Bag, duffel, cotton duck---_-- Quantity, 803,000. Quantity, 691,480. 
| Number of bidders-- 20 | Number of bidders.. 21 
| - —| 
Large business - 2 | Large business - - 2} 
| Small business...... 18 Small business - - 19 
| —1 
Case, flag, cotton duck___.._- on Quantity, 360 Quantity, 355 
Number of bidders. -.- 3 | Number of bidders. ..-- 4 
Large business. -- 1 Large business_ --.- 0 
Small business- -- 27 Small business_- --- 4 
se —2 
Shirt, man’s, cotton - .---| Quantity, 452,970. Quantity, 662,940 | 
Number of bidders --- 5 | Number of bidders ; 1 
- —1 


All small business 
(restricted to small 
business 


Large business... 
Small business 


eo tho 


APPENDIX XVI (j) 
CALL-TYPE AND OPEN-END CONTRACT 


1. In accordance with Department of Army policy, the Quartermaster Corps 
uses call-type and open-end contracts, dictated by economy considerations, for 
procurements in excess of $10,000 for commercial nonmilitary items. The 
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Quartermaster Corps experience with call-type contracts has been generally that 
unless shipments are called forward in carload lots, it is cheaper to use a defi- 
nite quantity contract. On open-end contracts experience has indicated that 
contractor resistance has restricted their application particularly where there 
are commodities involved which are subject to the futures market, such as grain 
items and where special packaging is involved. Hence, the Quartermaster Corps 
has utilized these contracts in very few areas. In these areas as enumerated 
below, we are recognizing the contribution small business can make. 

2. Open-end (indefinite quantity) and call-type contracts are used by the 
Quartermaster Corps in the procurement of such items as headstones and 
markers, general supplies and brand-name subsistence items for resale. Small 
business participates in each of these areas of procurement, examples of which 
are as follows: 

(a) General supplies.—Currently, two call-type contracts are in force for a 
total of 1,905,000 one-pound bars of laundry soap. Plans call for continued use 
of call-type contracts for this item. 

(b) Headstones and markers.—Headstones and bronze markers for graves are 
purchased on an indefinite quantity basis. 

(c) Brand-name subsistence items.—Brand-name subsistence items for resale 
are purchased on purchase-notice agreements. Such items consist of paper prod- 
ucts, cake, candy, canned fruits, vegetables, and processed foods. 

(d) Repair parts.—Open-end contracts are used in the purchase of repair 
parts such as for forklift trucks, special-purpose vehicles. 


APPENDIX XVI (k) 


SINGLE SERVICE MANAGEMENT IN THE FIELDS OF TEXTILES, CLOTHING, AND 
SUBSISTENCE 


1. During the first half of fiscal year 1957, the Department of Defense ap- 
proved the single-manager concept which has now been activated in seven im- 
portant commodity areas or services. The Department of the Army was assigned 
the responsibility for 3 and the Quartermaster Corps has been assigned the 
responsibility for 2—subsistence and clothing and textiles. 

2. The concept designates the Secretary of the Army as the single manager 
for both subsistence and clothing and textiles, responsible for the supplying or 
servicing of all four services (Army, Navy, Marine Corps, Air Force). As a 
result, the Department of the Army issued two basic orders, DA, GO-26 dated 
June 29, 1956, which established Military Subsistence Supply Agency and GO-33 
dated July 1956 which established the Military Clothing and Textile Supply 
Agency. To carry out this program, each military service computes its own 
gross requirements. The single-manager system for clothing and textiles items, 
for example, which is operated by an executive director, designated by the 
single manager is then responsible for: 

(a) Matching of gross requirements against total defense assets. 

(¥) Determining the net requirements to be purchased. 

(c) Contracting and contract administration. 

(d) Determining the points at which wholesale stocks will be stored. 

(e) Controlling wholesale stocks in storage. 

(f) Issuing wholesale stocks to fill needs of retail users. 

3. Some of the benefits of the single-manager system are as follows: 

(a) It provides for optimum use of total Department of Defense wholesale 
stocks of a commodity since all such assets are held and managed under single 
ownership as opposed to several-service ownership and management. 

(b) It provides for a single distribution plan for all services instead of dup- 
licated and triplicated distribution. This minimizes cross hauls, multiple depots 
for a given commodity in a single area, and other practices which have been 
critized in the past. 

(c) It places all wholesale stocks of commodities under single financial man- 
agement through the use of revolving, self-replenishing stock fund. 

(d) For the assigned commodities, subsistence or clothing and textiles, it 
provides a single Department of Defense contact with industry through use of 
a single service procurement technique. In short, it provides a mechanism for 
obtaining more supply for the dollar through better management, simplified 
financial control and straight line distribution. 

4. As a part of the transfers of functions and responsibilities from OQMG 
to the Executive Directors of Military Clothing and Textile Supply Agency and 











484 SMALL BUSINESS PROCUREMENT PROGRAM 


Military Subsistence Supply Agency, the function of joint screening of procure- 
ment directives for small business was transferred to both of the Agencies at 
the time that the responsibilities for the initiation of completed procurement 
directives was delegated by The Quartermaster General to each of these Agen- 
cies. The transition of the screening operation has been accomplished smoothly 
and without a break in its continuity. This was made possible by the adequate 
preparations made by each Small Business Specialist to establish procedures 
patterened, as nearly as practicable on those being used successfully by the 
Office of The Quartermaster General. The Small Business Administration, too, 
assigned a Small Business Representative for close and continuous work. 
The screening of General Supplies items which are currentiy being procured 
at the Columbus General Depot, is still being accomplished and small business 
set-asides made at the Office of The Quartemaster General. 

5. Although much of the actual screening operation has become more closely 
associated with the actual location of procurement, a copy of each screening 
action taken is forward to the Office of The Quartermaster General for review 
and action if necessary. The operation has continued smoothly due in no 
small measure to the excellent relationship and cooperation which exists be- 
tween all of Small Business Administration’s representatives and those of the 
Quartermaster Corps associated with them. This has been a year of change 
but also one of increased cooperation with Small Business Administration. 


APPENDIX XVI (1) 
PRICING POLICY ON PROCUREMENT SET-ASIDE FOR SMALL BUSINESS 


1. It is the policy of the Quartermaster Corps to obtain for smail-business 
concerns the greatest practicable participation in the defense procurement pro- 
gram, both through prime contracting and encouragement of subcontracting. 

2. In furtherance of the above policy, QMC utilizes to the tullest extent, two 
methods in its procurements, particularly designed to promote small-business 
contracting, as follows: 

(a) 100 percent restrictions of awards to small-business concerns. In this 
type of procurement, bids or proposals are restricted to small-business concerns, 
and awards for the solicited requirement are made to those small-business 
concerns submitting responsive and responsible bids or proposals representing 
the lowest cost to the Government. No large concerns are eligible for awards 
under such a procurement. 

(b) Partial restrictions of awards to small-business concerns. In this type 
of procurement, a part of the requirement is set aside solely for small-business 
concerns. However, the small-business concerns have the same right as large 
concerns to bid and receive awards on the unrestricted quantity. The unre- 
stricted quantity contracts are awarded to those bidders, whether small or 
large, who submit the lowest responsible and responsive bids. On the set-aside 
portion of the procurement, only small-business concerns are eligible for awards. 
Negotiations are conducted with small-business concerns bidding within 120 
percent of the highest award price for the unrestricted portion, beginning with 
the bidder or offeror which submitted the lowest responsive bid or proposal in 
connection with the unreserved procurement. When the procurement of the 
unreserved quantities results in one contract only, or in multiple awards, all at 
the same price, awards for quantity set-aside are made at the unit price of the 
unreserved quantity. The QMC policy has been to place awards for the restricted 
quantity up to the highest price paid under procurements of the unreserved 
quantity when there were multiple awards at different prices for the unreserved 
portion and when necessary to obtain coverage of the restricted quantity. As 
of June 6, 1957, QMC implemented the revised DOD policy that contracts cov- 
ering the restricted quantity shall be made at the highest unit price paid under 
awards placed for the unreserved portion. This is in accord with changes No. 
33 to APP. 
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APPENDIX XVI (m) 
POLICY REGARDING REVIEW OF SOLE-SOURCE ITEMS 


1. QMC instructions are in conjunction with and implement Department of 
Army procurement procedures and provide for issuance of bid sets in accordance 
with law. 

2. Since January 1952, QMC Manual 27-1, as amended to date, has stated: 

(30-302) “h, Specifications pertaining to contracts: All contracts will 
clearly specify the supplies to be delivered or services to be performed. Plans, 
drawings and specifications will be identical in the invitation and the contracts.” 

3. Small-business advisers and QM representatives review all procurements, 
except perishable subsistence, over $10,000 including those initially classified as 
sole source or proprietary. Specification omissions, failures or deficiencies, if 
any, are discussed and corrected. 

t+. Before a purchase without a specification or a purchase description on 
the basis of impossibility to draft a specification (ASPR 3-210.2m) is made, the 
case must be submitted to the Quartermaster General in accordance with QMC 
Manual 27-1, paragraph 1-305. At OQMG the requirement is reappraised and 
every effort is made to develop a purchase description and additional sources 
of supply. 


APPENDIX XVI (n) 
USE OF DA FORM 1877 BY QUARTERMASTER CORPS 


1. The Quartermaster Corps is complying with the provisions of Army Pro- 
curement Procedures 30—706f which require all class II and IIT installations to 
prepare DA Form 1877 in accordance with instructions set forth in APP 2-250, 
30-106, 80-705t and u, 380—7138c. 

2. Although the policy has been in operation for only a short period of time, 
the forms are being received and reviewed by the Chief, Office of Small Business, 
Office of the Quartermaster General, to insure small business is receiving an 
equitable opportunity to compete for contracts on a procurement-by-procurement 
basis. Review of the forms 1877 will continue and any questionable areas or 
entries will be investigated. Plans are under way to develop statistical studies 
from data on the forms and not otherwise available. 


APPENDIX XVI (0) 


SMALL-BUSINESS PARTICIPATION IN QUARTERMASTER CORPS RESEARCH AND 
ENGINEERING PROCUREMENT PROGRAM 


1. The present policy of the Quartermaster Corps with respect to small-business 
participation in the research and engineering program is as follows: 

(a) The research and engineering field small-business specialist reviews and 
screens proposed procurements to determine their suitability for small-business 
participation. He also suggests additional small-business sources on proposed 
procurement actions prior to issuance of requests for proposal by the contracting 
oflicer. 

(b) As with other Quartermaster Corps procurement, the field small-business 
specialist and the regional SBA representative jointly review and screen all 
proposed procurements where the estimated amount is $10,000 or more. The 
Small Business Administration regional office also furnishes assistance in locat- 
ing additional small-business sources. 

2. Research and engineering procurements in the first 6 months of fiscal year 
1957 were awarded as follows: 


Percent 
Educational and nonprofit__ cele uned peat enemies 2 wich cba ealect ee 
Large business-_ Skis ae 1 a pte taedl cea tag acne 


Small business SE a . 


__ 30. 03 
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After excluding amounts awarded to nonprofit and educational institutions, 
the remaining procurements, in which both large and small business participated, 
during the first 6 months of fiscal year 1957, amounted to 83 contracts for an 
amount of $1,300,659. Small-business firms received 37 of these 83 contracts, 
amounting to $722,240 or 55.53 percent of the dollars. 

3. Specific actions which the Quartermaster research and engineering com- 
mand has taken to expand small-business participation are as follows: 

(a) All procurements in excess of $1,000 are reviewed jointly by the small- 
business specialist at the Quartermaster research and engineering command 
and the Small Business Administration representative in Natick, Mass., in order 
to exploit to the fullest possible extent small-business participation. 

(b) In fiscal year 1958 research and development procurement program will 
be screened well in advance of actual procurements jointly by the small-business 
specialists and the Small Business Administration representative so that ample 
time will be afforded to investigate small-business sources, and to enhance 
small-business participation in the forthcoming procurements. 





APPENDIx XVII? 


NAvy PARTICIPATION IN THE PRESIDENT’S REVIEW OF GOVERNMENT PROCUREMENT 
POLICIES PROCEDURES 


DEPARTMENT OF THE NAVY, 
OFFICE OF NAVAL MATERIAL, 
Washington, D. C., August 16, 1957. 
Mr. Rosert L. WEADOCK, 
Senate Select Committee on Small Business, 
Washington, D. C. 

My Drar Mr. WEAvocK: This is the report on Navy participation in the review 
directed by the President of Government procurement policies and procedures. 
You asked for this report on the occasion of the recent hearing by the Senate 
Select Committee on Small Business.’ 

As you know, the Administrator of General Services established a task force 
headed by a representative of General Services Administration with interdepart- 
mental staffing drawn from the principal procuring agencies of the Government 
(i. e., Atomic Energy Commission, General Services Administration, Veterans’ 
Administration, and the Departments of Defense, Agriculture, Commerce, In- 
terior, and Post Office). Staff representatives from the Bureau of the Budget, 
the General Accounting Office, and the Small Business Administration have been 
assigned to this task force as advisory members. 

Individual study groups have been formed by the task force to deal with 
specific procurement problem areas. A list of these study groups is attached 
herewith. 

The Navy has joined with the Office of the Assistant Secretary of Defense 
(Supply and Logistics) and with the other military departments in providing 
data and the services of experienced procurement personnel for several of these 
study groups. Specifically, the Navy has: 

1. In response to a request from the task force, channeled through the Assistant 
Secretary of Defense (Supply and Logistics), distributed to a representative 
cross-section of working-level personnel a task-force brochure, You Can Help, 
together with accompanying problem worksheets. This distribution was effected 
in order to provide the task force with firsthand information pertaining to in- 
equities, needless inconsistencies and complexities in procurement policies and 
procedures in the areas of contracting, contract administration, specifications, in- 
spection, transportation, and fiscal and payment functions. These brochures and 
worksheets were distributed in January 1957 and returned directly to the task 
force by June 15, 1957. 

2. Provided experienced procurement personnel to serve with the study groups 
studying construction contract forms, supply contract forms and clauses, a 
Federal procurement regulations manual, advance payments, Government con- 
tract patent policy, and suspension of work clauses. 





1 See p. 258. 
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3. Delivered to the study group reviewing supply contract forms and clauses 
a compilation of the forms and clauses repetitively used by the Department of 
the Navy in simple, experimental research, and developmental contracts. 

As we understand it, the findings of this task force are expected to be sub- 
mitted to the Administrator of General Services before the end of this calendar 


year. 


Sincerely yours, 


F. A. ALLIS, 


Captain, Supply Corps, United States Navy, 
Chief, Office of Small Business. 


Task force for review of Government procurement policies and procedures— 


Study 
group 
No. 


Study groups 


Representation 


Various internal elements within GSA_--_-__-- 
Department of Defense, General Services Administration, and 
Veterans’ Administration. 


General Services Administration, Veterans’ Administration, and 
Departments of Defense, Post Office, Interior, and Agriculture. 

Atomic Energy Commission, Veterans’ Administration, Depart- 
ments of Defense, Interior, and Agriculture, and General Serv- 
ices Administration. 

| General Services Administration, Small Business Administra- 

tion, and Department of Defense. 

National Bureau of Standards, Atomic Energy Commission, 
Small Business Administration, Departments of Defense and 
Commerce, and National Science Foundation. 


Departments of Agriculture, Defense, and Interior, Atomic 
Energy Commission, and General Services Administration. 
General Services Administration and Departments of Defense 

and Commerce. 
General Services Administration, Departments of Interior and 
Agriculture, and Veterans’ Administration. 


General Services Administration and Departments of Defense 
and Agriculture 

Under development; will have Department of Defense represen- 
tative. 

Small Business Administration, General Services Administration, 
and Department of Defense. 

Under development; will have representation from Small Busi- 
ness Administration, Patent Office, National Science Founda- 
tion, and Departments of Justice, Commerce, and Defense. 

Under development; will have representation from Atomic 


Energy Commission, General Accounting Office, General 
Services Administration, and Departments of Interior and 
Defense 


| Under development; will have representation from Small Busi- 
ness Administration, General Services Administration, and 
Department of Defense. 
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Problem area 


Bidders’ mailing list. 

Small-business set-aside pro- 
cedures (or ‘‘preference 
procurement’’). 

Specification of brand names 


Construction contract forms. 


Implementation of new defii- 
nition of ‘‘small business.”’ 

Small-business participation 
in Government-sponsored 
research and development 
programs. 

Supply contract forms and 
clauses. 

Packing, marking, and pack- 
aging requirements. 

Major revision of standard 
construction forms 20 
through 23A. 

Federal procurement man- 
ual codification project. 

Study of advance payments. 


Availability of specifications 
to small-business concerns. 

Government contract patent 
policy. 


Suspension of work clauses. 


Need for procurement legis- 
lation. 


SUPPLEMENTAL INFORMATION SUBMITTED BY THE CORPS OF ENGINEERS IN RESPONSE 


TO COMMITTEE REQUEST 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE CHIEF OF ENGINEERS, 
Washington, D. C., August 12, 1957. 


Hon. GreorGE A. SMATHERS, 
Chairman, Government Procurement Subcommittee, 
Select Committee on Small Business, United States Senate. 


Dear Mr. CHAIRMAN: You will recall that I appeared before the subcommittee 
on July 30, 1957, and at the completion of my testimony additional information 
was requested in connection with Corps of Engineers procurement activities 
which was not immediately available. 

Tabs A, B and C, respectively, contain reports from General Heiman, General 
Brown, and Colonel Brown in connection with military supply, military construc- 


1See pp. 298 and 307. 
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tion, and research and development, including procurement statistics in these 
areas that the subcommittee requested. 

Tab D contains statistics pertaining to civil-works contracts in excess of $10,000. 
The “potential” available to small business but awarded to large business cannot 
be furnished as the reporting system of civil works did not include that informa- 
tion. However, the “potential” will be available for fiscal year 1958, as the civil 
works procurement action reporting system was revised on July 1, 1957, to include 
the same data reported under the military system. 

The subcommittee also requested information on open-end and call-type con- 
tracts. In this connection, 229 open-end contracts were awarded during fiscal 
year 1957, of which 162, or 70.7 percent, were awarded to small business. Also, 
3 call-type contracts totaling $9,324 were awarded during the same period, with 
small business receiving 2 of these contracts, totaling $7,350. The Army procure- 
ment action reporting system makes no distinction between technical services in 
reporting delivery orders issued against open-end contracts and for this reason 
I regret that I am unable to furnish you the dollar value obligated in connection 
with open-end contracts placed by the Corps of Engineers. 

If I can be of any further assistance, do not hesitate to call on me. 

Sincerely yours, 
E. C. ITSCHNER, 
Major General, USA, Chief of Engineers. 


APPENDIx XVIII (a) 
Report oF MILITARY DIVISION, INCLUDING STATISTICS 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE CHIEF OF E\NGINEERS, 
Washington, D. C., August 12, 1957. 
Hon. GEorGE A. SMATHERS, 
Chairman, Government Procurement Subcommittee, 
Select Committee on Small Business, United States Senate. 


DeaR Mr. CHAIRMAN: In accordance with your request made at the subcom- 
mittee hearings on July 30, 1957, in connection with the Chief of Engineers’ testi- 
mony, there is submitted herewith a report on military supply activities. 

The Corps of Engineers’ military supply function includes procurement of 
the types of equipment, supplies, and materials which are generally related to 
the building and construction fields. That is, earth-moving equipment, power 
generators, air compressors, rock crushers, pavers, and the like. It also in- 
cludes procurement of certain types of military items, as, for example, bridging 
and stream-crossing equipment, field fortifications materials, map reproduction 
equipment, liquid oxygen, generators, and minelayers. The Corps of Engineers 
has single-department purchase responsibility for some of this equipment, not- — 
ably for certain construction machinery such as tractors and crane shovels. 
both crawler and rubber-tired types, and for lumber and allied products. 

The United States Army engineer procurement office, Chicago, is the principal 
Corps of Engineers procurement office for military supplies and equipment. All 
other procurement offices have specialized purchasing missions. For example, = 
procurement of lumber and allied products is controlled by the United States 
Army engineer district, St. Louis, Mo., and, in addition, this district office has 
responsibility for the purchase of hardwood and specialty items. Procurement 
of southern species of lumber is assigned to the South Atlantic United States 
Army engineer division at Atlanta, Ga., and procurement of western species of 
lumber is accomplished by the United States Army engineer district, Portland, 
Oreg. The engineer maintenance center, Columbus, Ohio, has a procurement 
mission which is limited to its general field of activity; that is, providing repair 
parts required in support of worldwide equipment maintenance. In addition 
to these purchasing offices, four United States Army engineer districts located 
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at New York, New Orleans, San Francisco, and Seattle are designated as “Port 
Backup Purchasing Oflices” and purchase nonstock-type items, usually on an 
‘off-the-shelf” basis, to meet requirements of Overseas commands serviced 
through port facilities in these cities. Seventeen United States Army engineer 
district offices, located in industry centers throughout the United States, act 
in the capacity of contracting officer representatives in the administration of 
contracts placed with manufacturers located in geographic areas adjacent to 
them. 

Each office concerned with military supply procurement has a small-business 
specialist who has been appointed by the Chief of Engineers and is an active 
participant in all procurement activities conducted by his office. 

Small-business concerns are afforded every opportunity to compete in military- 
supply procurements. Contracting officers in purchasing offices are fully aware 
of the importance of the small-business program and they assist small-business 
specialists in determining the potentials and capabilities of small-business con- 
cerns. Each small-business specialist at the 17 contracting officer representative 
offices receives copies of invitations for bids issued by the Chicago procurement 
office. Further, these small-business specialists actively participate in local 
programs to aid small business; cooperating with local Small Business Adminis- 
tration offices, chambers of commerce, and like organizations which are also 
concerned as to the welfare of these small firms. In the area of industrial mobil- 
ization planning, on June 30, 1957, the Corps of Engineers had in effect 13,677 
tentative schedules of production for military supply items. Of these, 11,304, or 
82.6 percent, were placed with small business. 

Statistical data in connection with military supply procurement are attached 
and if I can be of any further assistance do not hesitate to call on me. 

Sincerely yours, 
D. W. HEIMAN, 
Brigadier General, USA, Assistant Chief of Engineers for Military 
Supply. 


CorPS OF ENGINEERS 
Contract purpose, fiscal year 1956 ($10,000 and over—new) 


{Dollars in thousands] 


Total Advertised Negotiated 


| Actions | Dollars | Actions | Dollars | Actions | Dollars 
| } } 


| 

| 
meson . —— eee — _ — — | pceineanainedil 

| 

} 


| 37,084 374 | 45, 254 


Supply--.---- ioe eee 1,440 | 82,338] 1,066 


Procurement action awards—Contract purpose, July 1, 1956—Mar. 31, 1957 
($10,000 and over—new) 


{Dollars in thousands] 





| 
| Total Small business | Large business 
| a a Pee ee 
!Actions| Per- |Dollars| Per- |Actions| Per- |Dollars| Per- |Actions| Per- |Dollars| Per- 
| cent cent | cent cent | cent | cent 
— | — | _-—-- — -— — _| ~~ —— ~ — 
Supply | 1,087 100 | 81,789 100 711 | 65.4 | 39,218 | 47.9 376 | 34.6 | 42,571 52.1 
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Military supply contracts—Awards to large business, July 1, 1956-—Mar. 31, 
1957 


[In thousands] 








| 
Reasons for awards | Actions Dollars 
Small business not solicited—No known small-business source --- ; 95 | 7, 092 
Other procurement in which only large-business firms were solicited _-_--- 29 | 
Emergency procurement i 3 205 
Item under proprietary control or standardized _-- | 21 9, 435 
Small business cannot meet quantitive or delivery requirements | 5 205 
Small business had opportunity to bid, but--- | 252 24, 824 
No low bid received from small business--_--- : 58 | 6, 646 
Low bid was not from small business E 182 | 17, O82 
Low bid from small business was not responsive 8 327 
Low bid from small business rejected on basis that concern was not a 
responsible bidder . 4 | 767 
Total awards to large business ; ds 376 42, 571 


Source: Statistical Compilation Section, Reports and Statistics Branch, Adminstrative Services Division, 
Aug. 6, 1957. 


APPENDIX XVIII (Bs) 


REPoRT OF MILITARY CONSTRUCTION DIVISION INCLUDING STATISTICS 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE CHIEF OF ENGINEERS, 
Washington, D.C., August 12, 1957. 
Hon. Greorce A. SMATHERS, 
Chairman, Gov ernment Procurement Subcommittee, 
Select Committee on Small Business, 
United States Senate. 

Dear Mr. CHAIRMAN: In accord with requests made at the subcommittee hear- 
ings of July 30, 1957, in connection with the Chief of Engineers’ testimony, at- 
tached is a report of military construction statistics pertaining to small business. 

Page 1 deals with the percentages of small-business participation. 

Page 2 shows a breakdown of the contract actions which were not awarded to 
small business. Of a total of 505 actions reflecting $231,663,000 which were not 
awarded to small business, 446 were not awarded because small-business firms 
were not low bidders. These actions totaled $180,790,000. Had small-business 
firms received these contract actions, their participation would have improved 
from 58 percent to about 90 percent. This is an area of significant potential. 

*age 3 shows contract action size grouping. Of all actions tabulated, 78 per- 
cent of the dollar value is contained in contract actions under $5 million. 

Page 4 shows the relationship of classified to unclassified contract actions. 

Page 5 is a summary of the survey of subcontracted work referred to on page 
2 of the statement of the Chief of Engineers s dated July 30, 1957, and requested 
by the subcommittee counsel. 

age 6 shows the breakout of military construction from the totals contained 
in tab E to the statement of the Chief of Engineers referred to above. 

I will be glad to furnish any additional information which may be desired. 

Sincerely yours, 
EK. A. Brown, Jr., 
Brigadier General, USA, Assistant Chief of Engineers for Military 
Construction. 
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Corps OF ENGINEERS 


Construction contract awards for the period July 1, 1956—Mar. 31, 1957 ($10,000 
and over) 


[Dollars in thousands] 


Total Small business Large business 


' | 
Actions} Dollars | Actions! Per- | Dollars| Per- | Actions! Per- | Dollars 




















Per- 
cent | cent cent | | cent 
: Continental United States, | | | | 
F Territories and posses- | | 
‘ GN oe accccccssauecasscet” 3; UU Toerk eee 1,428 | 74.0 |315, 598 | 58.0 505 | 26.0 231, 663 | 42.0 
| | | ' | 
° Note.—The 61 percent reported as going to small business on p. 2 of the statement of the Chief of Engi- 
> neers, July 30, 1957, was predicated on the period July 1, 1956, through April 1957, covered definitive contracts 
: only, and excluded Territories and possessions. 
: Construction contract awards to other than small business for the period July 1, 
i 1956—Mar. 31, 1957 ($10,000 and over) 
iy | A 
| Total 
Reason for award at te lt 
Actions Dollar value ! 
Small business not solicited: No known small business source 24 $11, 752 
Other procurement in which only large business firms were solicited 2i | 19, 741 
Emergency procurement 
Maintenance of the mobilization base E = 
Items under proprietary control, or standardized 2 346 
Small business cannot meet quantitative or delivery requirements 19 19, 395 
} Small business had opportunity to bid, but 460 | 200, 170 
No bid received from small business ; 12 | 18, 530 
iN Low bid was not from small business 446 | 180, 790 
Sg Low bid from small business was not responsive 1 17 
t- Low bid from small business rejected on basis that the concern was not a 
S. responsible bidder : 
Low bid from small business not accepted for other reasons 1 833 
0 : ~ 
yt 1 In thousands. 
iS . — m . ’ . ° 
si Construction—CONUS and Territories, obligated procurement by dollar categories 
d for the period July 1, 1956-—Mar. 31, 1957 ($10,000 and over) 
[Dollars in thousands] 
) _ 
Advertised Negotiated 
is. a oe 
3e 
d Actions Dollars Actions | Dollars 
ad Small Large Small Large Small Large Small | Large 
busi busi- busi- busi- busi- busi- | busi- busi- 
ness ness ness ness ness ness | ness 
$10,000 to $24,999 469 192 $3, 151 17 23 | $276 $378 
$25,000 to $49,999 234 64 2, 29% 19 20 660 | 735 
$50,000 to $99,999 186 37 2 8 13 604 975 
$100.000 to $199,999 169 28 4 ‘ 6 6 771 | 737 
$200,000 to $299,999 74 15 3, 385 1] $| 2,609 | 1, 038 
$300,000 to $499,999 74 23 9, 090 7 6 2, 727 2, 448 
$500,000 to $999,999 74 15 11,175 1 9] 3,398 |} 6, 334 
$1,000,000 to $1,999,999 _ - is 17 22, 355 5 8 6,476 | 12,137 
: $2,000,000 to $4,999,999. _. | 17 | 8 29, 141 $ 7 9, 259 23, 809 
| $5,000,000 and over 3 | 7 72, 968 3 22, 670 
| Total... 1, 348 106 | 288,818 | 160, 402 80 99 26,780 | 71, 261 
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Construction—CONUS possessions, and Territories security classification for the 
period July 1, 1956—Mar. 31, 1957 ($10,000 and over) 


{Dollars in thousands] 





j 
Total Small busine La 
| 
ees 
Ac- | Per-| Dol- | Per-| Ac- | Per-| Dol- | Per-| Ac- | Per Dol- | 
tions | cent lars | cent | tions | cent lar cent | tions ent is | 
——— - a = | | 
| | 
| | 
1. Unclassified 1,914 | 99.0 |546, 428 | 99.8 |1,409 | 98.7 [314,765 | 99.7 505 1100.0 1231, 663 | 1 
2. Confidential____. 18 9 796 2 8 | 1.2 796 3 | 
3. Secret | l 1 37 (3) 1 1 37 i | 
4. Top secret__.---- | | 
j— 
| 
SUE ceecws 1,933 |100.0 (547, 261 [100.0 {1,428 |100.0 (315, 598 |100.0 505 1100.0 1231. 663 | 104 


1 Less than Mo of 1 percent. 
Military construction—Survey of subcontracted work (79 contracts) 


[Dollars in thousands] 


Contract size group Total con- Number of | Amount sub-; Percent sub 

tract amount contracts contracted contracted 
Over $10,000,000 as $12, 767 1 $5, 745 45.0) 

ee OO REO L0O. . wo cnnccacusactceecens 23, 517 i 16, 355 69 
$1,000,000 to $5,000,000 eae oe 43, 109 2) 20, 624 | 47.8 
@ to $1,000,000__- 14, 537 54 7, 148 49 2 
Total ‘ ' je 93, 930 79 49, 872 53. 1 


All types of military construction included, such as structure, grading and paving, utilities, dredging 


and site preparation. 


Military construction breakdown of totals shown in tab E of statement by the 
Chief of Engineers dated July 30, 1957 ($10,000 and over—New) 


{Dollars in thousands] 


Period | Total Advertised Negotiated | Percent ad 
vertised 


Fiscal year 1956- -- ? a a la saa $799, 328 $705, 241 $94, O87 88. 2 


APPENDIX XVIII (c) 


REPORT OF RESEARCH AND DEVELOPMENT DIVISION, INCLUDING STATISTICAL DATA 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE CHIEF OF ENGINEERS, 
Washington, D. C., August 12, 1957 
Hon. Georce A. SMATHERS, 
Chairman, Government Procurement Subcommittee, 
Select Committee on Small Business, United States Senate. 


DEAR Mr. CHAIRMAN: In accord with request made at the subcommittee hear- 
ings of July 30, 1957, in connection with the Chief of Engineers’ testimony, 
there is submitted herewith a report on research and development activities. 

The Corps of Engineers research and development procurement program 
averages $14 million annually. Small-business concerns are given full oppor- 
tunity to participate in this program through the coordinated effort of the 
small-business specialist and the project engineer responsible for the develop- 
ment of the individual item of equipment. DA form 1877 is utilized as a checklist 
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to insure that small business is afforded an “equitable opportunity to compete” 
for each procurement. 

Due to the fact that in research and development we do not know exactly 
what the end product is we are buying and due to the fact that the research 
and development capability of the concern is so vital to the accomplishment 
of the research and development mission, it is customary to negotiate approxi- 
mately 98 percent of the research and development contracts. However, it must 
be emphasized that the use of negotiation has no adverse effect on small-business 
participation since proposals are normally requested from all interested concerns. 

Statistics regarding research and development contracts over $10,000 are 
attached in accordance with your request. Enclosure No. 1 indicates the number 
of actions and dollars negotiated and advertised during fiscal year 1956. En- 
closure No. 2 covers actions and dollars awarded to small and large business, 
including percentages during the first 9 months of fiscal year 1957. Enclosure 
No. 3 indicates the “potential” available to small business, but awarded to large 
business for the first 9 months of fiscal year 1957. 

If I can be of any further assistance do not hesitate to call on me. 

Sincerely yours, 
H. E. Brown, 
Colonel, Corps of Engineers ; Chief, Engineer Research and Development 
Division. 


CorPS OF ENGINEERS 
Contract purpose, fiscal year 1956 ($10,000 and over, new) 


[Dollars in thousands] 


Total Advertised Negotiated 


} 
Action Dollars | Actions | Dollars | Actions | Dollars 


Research and development 152 8, 046 1 70 151 | 7, O7¢ 


Procurement action awards, contract purpose ($10,000 and over, new), July 1, 
1956, to Mar. 31, 1957 


{Dollars in thousands] 


Total Small business Large business 
| | 
Ac- | Per- | Dol-| Per-| Ac- | Per- | Dol-| Per-| Ac- | Per- | Dol-| Per 
tions | cent lars | cent | tions cent lars cent | tions | cent lars cent 
| | 
Research and develop- | 
ment 69 100 3, 92S 100 33 47.8 |1, 279 32. 6 36 52.2 |2, 649 67.4 


Research and development contracts awards to large business, July 1, 1956, to 
Mar. 31, 1957 


Reasons for awards Actions Dollars (in 

thousands) 
No known small-business source 31 | 2, 316 
Small business had opportunity to bid, but 5 333 
Low bid was not from small business 3 | 105 
Low bid from small business was not responsive 2 228 
Total awards to large business 36 2, 649 


Source: Statistical Compilation Section, Reports and Statistics Branch, Administrative Services 
Division, Aug. 6, 1957. 
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APPENDIX XVIII (D) 
STATISTICAL DATA—CORPS OF ENGINEERS, DEPARTMENT OF THE ARMY 


Civil works contracts over $10,000 awarded to small business and large business— 
Period covered: July 1, 1956, to Mar. 31, 1957 


| Percent Value | Percent 


Actions 

| 1 
Small business. _- 752 73 | $138, 563,014 | 43 
Large business. ---- 2 275 27 184, 060, 781 57 
7eee..3k.- aa 1,027 100 322, 623, 795 100 


Civil works contracts over $10,000 negotiated or result of formal advertising— 
period covered: Fiscal year 1956 


Actions | Percent Value Percent 
Negotiated ‘ 4 ; 601 37 $43, 181, 995 11 
Formal advertising ahaa oa ; 1, 016 63 334, 941, 634 89 
, | er i i¢< wh 1, 617 100 378, 123, 629 100 
Included in above totals is emergency program “Operation | 
Noah’’: 
Negotiated ih ee | 413 O8 16, 554, 322 72 
Formal advertising 9 2 6, 544, 127 28 
Totel...... Ia rietielamaes 422 23, 098, 449 
Balance of civil-works contracts exclusive of ‘Operation 
Noah’”’: 
Negotiated Sclcteatane a4 : 188 16 26, 627, 673 8 
Formal advertising__._._._- ; 1, 007 84 328, 397, 507 92 
Total _-._- \ bibbtbiin minehiciahebaaccaeiaiadite 7 1,195 . 355, 025, 180 ie 


APPENDIX XIX? 
PROJECT OFFICERS’ MANUAL, ForT DeTrRICK, Mp., CHEMICAL CorPs, DATED JUNE 1957 


UNITED STaTES ARMY CHEMICAL Corps RESEARCH 
AND DEVELOPMENT COMMAND, 
BIOLOGICAL WARFARE LABORATORIES, 
Fort Detrick, Frederick, Md. 
CMLRD-BW-3S.a. 
Subject : Project Officers’ Manual. 
To: All concerned. 

1. The purpose of this manual is to serve as a policy guide for project officers. 
For the most part, it consists of material from a number of current directives 
pertaining to the various subjects discussed. It is believed that with the con- 
solidation of the aspects of these directives into one source it will serve as a 
useful reference for all project officers. 

2. Initial distribution of this manual will be made to all directors, division 
chiefs, and presently appointed project officers. Future project officers will be 
issued a copy upon appointment by the contracting officer. Other personnel 
having a need for the manual will submit a request to the Chief, Procurement 
Division. 

3. Recommendations for changes to this manual are encouraged and will be 
forwarded to Chief, Procurement Division. Any approved changes will be im- 
plemented by the Chief, Procurement Division, and forwarded to the addressees 
in paragraph 2 above. 

ALEX SMALLBERG, 
Director of Procurement and Property 
(For the Commander). 





7 See pp. 311 and 319. 
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1. QUALIFICATION AND APPOINTMENT 


Project officers are the technical representatives of the contracting officer and 
will be appointed by name in writing by the contracting officer as recommended 
by division chiefs and directors. Extreme care should be exercised by division 
chiefs and directors in recommending project officers and they should insure 
that the individual recommended has the technical and administrative ability 
to perform the duties of a project officer; that his normal duty workload is such 
that it will not impair the progress of the project; that the person recommended 
has an appropriate security clearance; and that the individual is aware of 
the duties and responsibilities of a project officer. Generally, the contracting 
officer shall concur in the recommendations of the division chief or director of 
the requisitioning activity in designating project officers as representatives of 
the contracting officer provided the foregoing requirements are met. He will, 
however, not hesitate to reject any recommendation with which he is not in full 
accord: or to revoke any designation where in his opinion the best interest 
of the Government so dictate. 


2. RESPONSIBILITIES AND AUTHORITY OF PROJECT OFFICERS 


a. Responsibility 

The primary function of the contract project officer is to represent the con- 
tracting officer in technical phases of the contract. 

(1) The contract project officer will furnish or arrange to furnish to the con- 
tractor all requisite information and, through the property administrator, all 
necessary materials authorized under the terms of the contract. Throughout 
the performance of a contract the contract project officer will assume the follow- 
ing duties (subject to such limitations as may be imposed by the contracting 
officer ) : 

(a) Maintain close contact with the contractor and with the progress of the 
work, and immediately notify the contracting officer when technical difficulties 
arise which may impede scheduled completion of the contract. 

(b) Submit progress reports to the contracting officer at specified intervals, 
effective from date contract is consummated. Such reports will include any 
preliminary design drawings as applicable and the probability of the contractor 
completing the work in the time stipulated in the contract. 

(c) Assist the contractor in interpreting technical phases of the contract and 
any applicable specification, subject to the limitation specified by the contract- 
ing officer. Differences of opinion will be referred to the contracting officer for 
resolution. 

(d) Assist the contractor in obtaining such technical data as may be neces- 
sary and appropriate and which may be available to the Chemical Corps. 

(e) Arrange for access, by the contractor, to Government facilities when 
examination of these facilities will materially benefit the performances of the 
contract. Applicable regulations will be observed in arranging necessary clear- 
ances for the contractor. 

(f) Arrange to furnish a block of drawing numbers if preparation of draw- 
ings is required by contract. 

(2) Prior to completion of the contract, the contract project officer will per- 
form the following duties: 

(a) Check all drawings submitted by the contractor for compliance with the 
contract requirements and indicate their acceptability by letter or other means 
satisfactory to the contracting officer. 

(b) Review the reports submitted by the contractor in accordance with the 
contract terms. 

(c) Notify the contracting officer when the contractor has met the terms 
of the contract, and make appropriate recommendations as to acceptance. 

(d) Assist the contracting officer in the recovery of and accounting for all 
classified documents and material furnished to the contractor in connection 
with the contract. 

(3) Upon satisfactory completion of the performance of the technical phases 
of the contract the contract project officer will so certify in writing to the 
contracting officer. 
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b. Authority 

The authority of the project officer shall be in writing and shall define the 
scope and limitations of this authority. In no event shall the project oflicer, by 
virtue only of his designation as a contracting officer’s representatives, be em- 
powered to execute or agree to any contract, modification thereof, or change in 
specification. 


4%. LEGAL AND POLICY DUTIES AND RESTRICTIONS 


a. Standards of conduct 

(1) In all procurement and related functions, stress must be placed upon 
the importance of protection of the interests of the Government and the avoid- 
ance of any acts which may tend to compromise the Department of the Army 
and the individual members of the Army Establishment, thus impairing public 
confidence in the integrity of business relations between the Department of the 
Army and industry. All individuals concerned, either directly or indirectly, 
with any phase of procurement, inspection, and contract administration will read 
and initial a copy of AR 6U0—-205. Such initialed copy shall be retained in the 
files of the office involved and shall be subject to inspection at all times. Like- 
wise, each such individual shall be furnished a copy of AR 600-205. Further, 
those individuals referenced in the preceding shall be fully cognizant of the 
provisions of AR 600-10. 

(2) Upon being designated a project officer it is imperative that the individual 
acquaint himself with the above-mentioned regulations. These regulations 
prescribe the course of conduct which a project officer should endeavor to follow 
in his relations with contractors. An important aspect of his conduct in his 
position is that he must not ever expose himself to a position whereby he might 
feel a conflict of interest in the conduct of his duties. In other words, he must 
never do Government business with any facility or subsidiary of a facility in 
which he has any financial interest. If he has interests in concerns with which 
he has been recommended as the project officer he must declare these matters to 
tie contracting officer and ask to be disqualified from serving on the contracts 
concerned. 


b. Gratuities 

(1) Having no interest in the companies with whom he will deal as the 
representative of the contracting officer, the assigned project officer must avoid 
developing such interest. To do this he must scrupulously refuse the offer 
of all favors, gratuities, considerations, assistance, or entertainment offered him 
or members of his family by or on behalf of any contractor with whom he is 
doing or may contemplate doing Government business. This may seem a 
sweeping assertion, but if the project officer fails to comply to it in any particular, 
he not only exposes himself and the Army to public criticism, but aiso makes 
himself liable for punishment. 

(2) The serionsness with which the Army looks upon the offer of gratuities 
to personnel concerned with contracts is underscored in the Armed Services 
Procurement Regulation. This spells out the fact that contracts may be termi- 
nated and penalties applied against the contractor if it is found that he has 
offered gratuities, particularly those which are really bribes, to any Government 
official. If offered a bribe or gratuity, the project officer should refuse it and 
report the incident to the contracting officer through his immediate supervisor. 

(3) The following clause is required for all contracts (other than personal 
services) calling for the expenditure of funds appropriated for the military 
department : 


a. The Government may, by written notice to the contractor, terminate the 


right of the contractor to proceed under this contract if it is found, after notice 
and hearing, by the Secretary or his duly authorized representatives, that 
gratuities (in the form of entertainment, gifts, or otherwise) were offered or 
given by the contractor or any agent or representative of the contractor, to any 
officer or employee of the Government with a view toward securing a contract 
or securing favorable treatment with respect to the awarding or amending, or 
the making of any determinations with respect to the performing of such con- 
tract ; provided, that the existence of the facts upon which the Secretary or his 
duly authorized representative makes such findings shall be in issue and may 
be reviewed in any competent court. 

“b. In the event this contract is terminated as provided in paragraph (a) 
hereof, the Government shall be entitled (i) to pursue the same remedies against 
the contractor as it could pursue in the event of a breach of the contract by 
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the contractor, and (ii) as a penalty in addition to any other damages to which 
it may be entitled by law, to exemplary damages in an amount (as determined 
by the Secretary or his duly authorized representative) which shall be not less 
than 3 nor more than 10 times the costs incurred by the contractor in providing 
any such gratuities to any such officer or employee. 

“ce, The rights and remedies of the Government provided in this clause shall 
not be exclusive and are in addition to any other rights and remedies provided 
by law or under this contract.” 


c. Legal duties 


(1) Suspected fraud or criminal conduct 

(a) The prompt reporting of all matters relating to fraud or criminal conduct 
in connection with the procurement activities is of extreme importance. All 
persons concerned with Army procurement will be alert for and report the possi- 
bility or evidence of fraud or criminal conduct at all times. 

(b) All reports relating to fraud or criminal conduct submitted by project 
officers will be classified “For Official Use Only” unless the information therein 
warrants a higher classification. All reports and exhibits, and all supplements 
thereto, including letters of transmittal and interim correspondence, will be 
expeditiously transmitted in seven copies to the contracting officer. In cases 
where all the information is not readily available to the reporting activity, 
preliminary reports will be so forwarded and will be followed as soon as prac- 
ticable by complete documented reports. All reports should contain a full 
statement of the pertinent facts indicating alleged criminal conduct, fraudulent 
activity, or suspicion thereof, and will be supported by appropriate exhibits, in- 
cluding reference to contracts involved and assignments of claims thereunder. 
Names and addresses of all known affiliates of reported contractors, together 
with the nature of such affiliation will be included. All such reports initiated by 
project officers will be addressed to the contracting officer concerned and will 
be adequately documented by initiating personnel. The centracting officer will 
take whatever action he deems necessary and appropriate, consistent with the 
protection of the best interest of the Government. 


t, ADMINISTRATIVE DUTIES OF THE PROJECT OFFICER 


Inasmuch as the contracting officer’s responsibilities are concerned with such 
a variety of specialized and often complicated functions it is necessary that 
he be authorized to delegate certain specialists as representatives to accomplish 
some of the numerous duties involved with the functioning of a contract. For 
this installation the individuals responsible for representing the contracting 
officer are normally the contract negotiator-administrator and the project oflicer. 
The following are procedures to be followed for administrative areas wherein 
the project officer is involved : 
a. Preaward surveys 

Although a project officer is not appointed until after a contract is executed, 
he normally will have had much to do with the preparation of the contract request 
and is logically the person to be recommended to serve as the project officer. 
Prior to his appointment and to the execution of the contract this person may 
be requested by the contracting officer to make a prenegotiation or technical 
survey of selected sources, the fields of endeavor of which relate to the work 
to be accomplished, in order that the technical qualifications of these sources 
ean be determined and evaluated. The primary purpose of this survey is to 
determine whether the sources have the technical capabilities and the necessary 
facilities for accomplishing the proposed work. The survey should include 
inquiries into and, if possible, an evaluation of the sources’ current and past 
performance records together with a current evaluation of the competence of 
the personnel available. This survey should be so conducted as not to disclose 
the expected or allocated dollar value of the proposed contract. Also, in the 
interest of security, the specific nature of the services should not be disclosed ; 
the nature of the services should be discussed only in general terms of time 
limitations, total quantities, ete. Personnel conducting preliminary surveys of 
facilities must not make any statement which can be interpreted or implied to 
mean a commitment on behalf of the Government. Such surveys should be 
limited to the following, when applicable: 

(1) Scientific manpower and trained labor. 
(2) Available and adequacy of facilities for the performance of the 
contract. 
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(3) Testing and inspection facilities. 

(4) Training facilities. 

(5) Materials and components on hand or required. 

(6) Ability to subcontract. 
Personnel conducting such surveys must insure that identical information is 
furnished to all possible sources and must insure that no negotiations are made 
without the consent or approval of the contracting officer. They must insure, 
also, that the survey of all possible sources is conducted as nearly simultaneously 
as possible so as to prevent disclosure of advance information to any one source, 
b. Reports 

(1) The contract will state the frequency of technical progress reports required 
of the contractor and that copies of this report are to be forwarded to the project 
officer. Based upon this report, his own visits to the contract site, and any 
other knowledge he may have of the progress of the contract, the project. officer 
will forward a monthly contract report by project officer (FD Form 9-59 
(Rev )—Annex No. 1) to the contracting officer in one copy. 

(2) In addition to the above report the project officer will furnish a copy 
of any report of a visit with a contractor, giving a detailed explanation of the 
matters discussed, findings, and recommendations. 

(3) The project officer should also submit a special report to the contracting 
officer when he deems its necessary, i. e., when contractor is not making sufficient 
progress, when a major problem is foreseen, ete. 

(4) In addition to the above reports, all cost contracts have a requirement 
for periodic status and fiscal reports—a copy of which is sent to the project 
officer. The project officer should on cost contracts be continually aware of the 
status of funds so that he can determine whether or not the contractor is spending 
too much on any particular phase of the contract, to be continually aware of 
whether the job can be done with the funds available. 
ec. Government property 

(1) All research contracts, when applicable, contain an article relating to 
sovernment property which must be followed in detail. (Annex No. 2 is an 
example. ) 

(2) The Special Contracts Branch of the Procurement Division of Fort Detrick 
has a research property administrator who is responsible for the administration 
of the provisions of research contracts with reference to Government-furnished 
property. 

(3) When it is deemed advantageous to the Government to furnish materials 
or equipment to t!e contractor in excess of those which the contract authorizes, 
the contractor s}«uld make such a request with reasons to the contracting officer 
through the project officer. The project officer, if he approves the furnishing 
of the property, will forward the request with his recommendations and reasons 
to the contracting officer and advise the cost or value of the property, and if 
equipment, the normal useful life thereof. If the contracting officer approves 
the furnishing of the property, he will then request the property officer to ship 
the property to the contractor. 

(4) When a contract is completed or terminated, the research property ad- 
ministrator will send the project officer an inventory of all supplies and equip- 
ment being held by the contractor. The inventory will show the condition of 
»ach item, such as excellent, good, fair, or poor. If the project officer has reason 
to believe that the condition of any property is not properly classified, he should 
notify the contracting officer. If the classification appears correct, the project 
officer will designate the items he desires returned to his division and send the 
inventory to the research property administrator, Procurement Division. Proj- 
ect officers are enjoined to scrutinize the inventories very carefully and to desig- 
nate property for shipment to Fort Detrick only when it is in the best interest of 
the Government. Factors such as condition of supplies or equipment, costs for 
packing and shipping, and definite need for the property are to be considered. 
The research property administrator will arrange for shipment of the items 
requested and will dispose of the other items as directed by the contracting 
officer. 

d. Security procedures 
(1) Preparation of Security Requirements Check List DD Form 254 

(a) The Security Requirements Check List (DD Form 254—Annex No. 3) is 
prepared by the project officer and should provide information to guide the con- 
tractor, the contracting officer, and the military agencies conducting facility 
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security investigations as to the classification of certain aspects of the contract. 
The completed form should be forwarded in five copies to the contracting officer. 

(b) Extreme care should be used in preparing DD Form 254 to insure that 
each item is classified properly to avoid placing an unnecessary burden on the 
contractor. The form receives wide distribution and should be prepared so that 
it is readily understandable. Project officers are urged to utilize block 18 to 
explain any of the other blocks or to give additional inform:ution. Words can 
be added or deleted if necessary on any of the blocks to tailor ihe form for specific 
problems. 

(c) Transmission of classified correspondence is costly and time-consuming. 
Adequate security classification is essential, but overclassification is onerous. 
Whenever possible, the title of the contract should be unclassified so that the 
DD Form 254 will be normally unclassified even though it accompanies a classified 
proposal. 

(d) The following is intended as a guide in preparing the DD Form 254: 


Heading 

Items 1 and 2... Self explanatory. 

DENG Ww St oietata mans Inter contract number, or on new requests enter the proposal 
number. 

Se So, Highest classification involved in contract. Usually same as 
the project. 

PRO Oc acien Leave blank on new requests. 

eG. oe —.. Leave blank. 

Item 7_.--_--____ Check one of the 2 items or enter words “Research.” 

POR eo ake Answer if contract is on an end item or component, but show 


“NA” if contract is for research only. 

Ol Oe ose Enter “None” or number. 

enn “See oS Type in capital letter “TITLE” and enter the title of the pro- 
posed contract. This title should be the same as used in 
the contract proposal. It should be in general terms so 
that whenever possible it is unclassified, yet it should be 
short and descriptive. When preparing a new checklist on 
existing contracts, use the same title as the contract. If 
the title of the contract is classified, then the DD Form 254 
must be classified. 


Body of form 


eed _.. Refers to contract document only, thus the classification 

should be the same as the scope. 

Be a 8 Strike out the items not applicable. On straight research con- 
tracts “model designation and nomenclature” should be 
deleted. The identifying description should then be classi- 
fied the same as the scope of the contract. On development 
of end items or components the words “identifying descrip- 
tion” should be deleted so that usually model designation 
and nomenclature can be classified. 

Blocks 3 and 4__-. Should have the same classification as the scope. 

ek Guo. Enter “NA” for items not applicable. If the drawings and 

sketches will have various classifications, enter ‘““X” in each 

appropriate column and show under 5 a statement such as 

“To be classified according to content. Coordinate with 

project officer.” 


meCe Ces Same as block 5. 

RCE Te eiwoue Usually should have “NA” for research contracts. On devel- 
opment contracts usually A through F would be unclassified. 

RN i a hae as If reports will have different classifications, enter “X” in each 


appropriate column, and explain in Sc “To be classified ac- 
cording to content.” If reports of a higher classification 
are to be made available to the contractor such information 
should be stated under remarks, block 18. 


a This type of information should be prepared so that it is 
unclassified if possible. 
SUE BN icici somes There is a certain amount of testing on all types of contracts, 


thus 10a and 10b should be answered, item 10¢ may or may 
not be applicable. 
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Body of form—Continued 


’ 


Re. Bek ohn eaten’ Strike out “Nomenclature” on all lines in block 11 and insert 
the word “Title.” B, E, F, and G should then have the same 
classification as item 10 in the heading which normally 
should be unclassified. 

NG Ding snes A and B applies on development contracts, however, other 
manufacturing aids, formulas, etc., that may be classified 
can be explained in block 18. 


|) ee Usually “NA.” 
Blocks 14 
through 17____- Omit. 

I eee ins Use to add any additional information or to amplify any of 
the other blocks. 

Signature_______-_ Name and title of project officer and location should be typed. 
All copies of DD Form 254 must be signed by the project 
officer. 


(2) Change in status of contract classification— 

In event the classification of a contract is changed as indicated below, the 
project officer is required to forward five corrected copies of a completed DD 
form 254 to the contracting officer : 

(a) Unclassified to classified: DD form 254 required. Work involving clas- 
sified matter must stop until clearance is properly confirmed. 

(b) If the DD form 254 is changed as indicated below, it must be rewritten 
with a note “Supersedes all previous checklists” at the top: 

J. Change in classification of any item. 

2. Change in contract number. 

3. When remarks (block 18) of DD form 254 are utilized to clarify items in 
detail. 

(3) Security control of classified documents issued to and received by 
contractors after award of contract— 

(a) The project officer will maintain an inventory of all classified material 
which he has furnished to the contractor. The inventory will be maintained for 
each contractor performing work under the provisions of a classified Chemical 
Corps contract by specific contract number. The inventory will completely 
identify the classified information by subject, date, and issuing agency, number 
of copies furnished, and classification of the information. The inventory will 
be made available to the contracting officer or his representative upon request or 
at the estimated termination date of the contract. 

(b) Upon completion of a classified contract the following procedures will be 
followed as concerns the project officer with classified material : 

1. Upon completion of the contract and when the contract administrator pre- 
pares his letter requesting patent information, final payment release, final vouch- 
ers, etc., from the contractor, he will also request the following : 

a. The contractor to furnish an inventory of all classified material the con- 
tractor has generated (to include laboratory notes, raw experimental data, re- 
produced information, etc., except classified waste) together with a statement 
as to whether the contractor wishes to retain the material, turn it over to the 
Government or otherwise dispose of the information. 

b. The contractor will furnish an inventory of all the classified material fur- 
nished to him by the Chemical Corps under the provisions of the applicable 
contract, together with his recommendations for disposition of the material 
as follows: 

(1) Which of the classified documents the contractor wishes to retain (accom- 
panied by full justification). 

(2) Which of the classified documents the contractor wishes to return. 

(3) Which of the classified documents should be destroyed and for which 
certificates of destruction will be prepared. 
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2. The Classified Document Control Office will prepare an inventory of ma- 
terial charged to the contractor and furnish two copies to the contract admin- 
istrator upon request. The contract administrator will compare the inventory 
with that furnished by the contractor, and with records of material furnished 
by him to the contractor. The contract administrator will forward a copy of 
each inventory to the project officer for study. The project officer will check 
the inventories against the records of all classified material that he has furnished 
the contractor, and, by considering the requests of the contratcor (b1, 2, 3 above) 
submit to the contract administrator his recommendations concerning the re- 
tention, return, or destruction of all classified material furnished to or originated 
by the contractor. 

3. The contracting officer, based upon the recommendations of the project officer 
and the contract administrator, will notify the contractor concerning the classi- 
fied material he is authorized to retain, the classified material he must return, 
and the classified material he is authorized to destroy. The contracting officer 
will also notify the contractor that the classified material to be returned must be 
returned through the Classified Document Control Office to the named recipient. 


e. Patents 


(1) Appropriate systems of followup in connection with research and procure- 
ment planning contracts should be maintained by project officers in order that 
inventions in which the Government may have an interest may be properly 
identified ; formal agreements evidencing the Government’s rights therein be 
obtained ; and security classification on patent applications preserved. 

(2) In all contracts which contain a provision entitled “Patent Rights,” the 
contract project officer is responsible to the contracting officer for keeping him in- 
formed as to inventions or discoveries which have been conceived or first actually 
reduced to practice in the course of work in connection with the contract. In 
this connection he should keep close to the work by: 

(a2) Personal contact with representatives of the contractor. 

(b) A continuous study of the developments and reports received. 

(3) When patentable developments appear during the course of the contract, 
the contract project officer will initiate action to the contractor as follows: 

(a) Call attention to the development. 

(b) Request the contractor to execute Chemical Corps invention disclosure 
forms (CMLC forms %02b and 902c) for each invention; including therein a 
complete written disclosure of the invention and related matter as to dates, per- 
sons involved, ete., together with an election on the optional right of filing a 
patent application in those cases in which such rights are provided. 

(c) Request the contractor to submit the executed reports of (b) above to the 
contracting officer. 

(4) Before certification for final payment under a contract, the project officer 
will— 

(a) Review all work performed by the contractor’s personnel. 

(b) Sign and forward to the contracting officer the appropriate certificate 
concerning patentable features that may have been conceived or reduced to 
practice during the performance of the work under a contract (annex 6). 

(5) In all contracts which contain a provision entitled “Filing of Patent 
Applications,” the contractor is required to submit a copy of any patent applica- 
tion in its final form to the Chemical Corps for necessary action relative to 
security classification. A patent application should not become confused with a 
patent disclosure; the former is a detailed paper to be filed in the United States 
Patent Office, while the latter is a summary report of the invention together 
with data as to its conception, etc. In cases where a patent application is to be 
filed by the contractor and the invention is developed under a classified contract, 
the Chemical Corps patent agency will look to the contract project officer for the 
security classification to be placed thereon. This procedure will be effected in 
the following manner: 
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(a) Contracting officer will forward the application submitted to him by the 
contractor to the contract project officer for a determination of the security 
classification to be placed thereon. 

(b) The contract project officer will indicate the classification recommended 
on the transmittal letter and forward all papers to the Chemical Corps patent 
agency. 

5. PREPARATION OF REQUEST FOR A CONTRACT 


a. The contracting officer is responsible for obtaining proposals from qualified 
contractors to perform the services required. The contracting officer likewise 
is responsible for the final negotiations of the contract based upon the proposals 
received. The division chief or project officer will be called upon by the con- 
tracting officer for assistance in performing these functions. In preparing a 
request for a research and development contract, the requesting activity will 
complete outline I (annex No. 4) and outline II (annex No. 5). 

b. Inasmuch as the information presented in the above outlines is the basic 
data upon which the contracting officer prepares the contract proposal, it is of 
utmost importance that it be clear and complete. Of primary concern to the 
contracting officer in preparing a contract proposal is the scope of the contract. 
In this connection, in addition to the requirement of paragraph 4 of outline I 
referred to above, the project officer should strive to accomplish the following 
when preparing a scope: 

(1) Clearly explain the purpose of the program. 

(2) Permit freedom of action, thus giving free rein of imagination and 
initiative. 

(3) Foster a feeling of trust by not holding back applicable information 
necessary for a proper understanding of the program. 

(4) Divide the work into logical phases and provide check points sufficient 
to permit administration. 


6. SMALL-BUSINESS PARTICIPATION IN R. AND D. CONTRACTING 


a. Regulation 

It is the desire and intent of Congress that small business be given a fair pro- 
portion of the total purchases and contracts for supplies and services for the 
Department of Defense, and that it be given an equitable opportunity to compete 
for such procurement. 


b. Definition 

Regulations define small business as follows: “A small-business concern, for 
the purpose of Government procurement, is a concern that 

(1) Is not dominant in its field of operations and with its affiliates em- 
ploys fewer than 500 employees; or 
“(2) Is certified as a small-business concern by the Small Business Admin- 
istration.” 

ec. The goal of R. and D. contracting 

The success of R. and D. contracting is dependent upon our ability to utilize 
our Nation’s manpower, scientific skills, resources, and industrial capability with 
maximum efficiency. Our research and development objectives involve a variety 
of singular problems and needs, and we do not always have within our organiza- 
tion the best means, personnel, or facilities to do the job. We must, therefore, 
perform research for ways of improving our military capability to do the job and 
increase the technology available for our weapons, weapons systems, and tech- 
niques. This, in essence, is the goal of R. and D. contracting. 
d. Selection of the contractor 

(1) One of the most important responsibilities of the project officer in 
the R. and D. contract process is to identify the need and objective of the con- 
tract and determine what capability, facilities, and/or skills are required to 
achieve this objective under contract in the most efficient and economic man- 
ner. 
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(2) Research and development contracting might suggest that negotiations 
should be conducted with selected companies or organizations but it is essential 
that the project officer be aware that the philosophy of our procurement is un- 
changed. We must recognize and follow the principle of the competitive system 
wherever possible and keep the door open to potential contractors in every line 
of business and of every type and size. 

(3) The selection of a contractor must be tailored to meet the specific needs 
of the contract, but the interest of the Department of Defense, as well as the 
national economy, can be better served if small-business firms are given the 
maximum opportunity to participate and receive awards of R. and D. con- 
tracts. 

(4) The objectives we seek under R. and D. contracts should not be restricted 
or confined to big business or small business. We should not establish boundary 
lines in our R. and D. contract effort and place big business on one side and 
small business on the other, nor should we predetermine the selection of small 
or big business contractors. 


e, Utilization of small business 


(1) Wherever possible, however, the placement of R. and D. contracts should 
be made with small-business firms provided such a selection does not impair the 
objective or the efficiency desired under a given contract. 

(2) Project officers should recognize that there are many benefits that can 
be derived by utilizing small-business firms. Some of these benefits are: 

(a) We are able to deal directly with a company’s top management and thus 
provide for easier and more direct negotiations and contract administration. 

(b) The use of small-business firms has a tendency to be less costly through 
greater economy of operations as compared to big business. 

(c¢) And, finally, since a great deal of our contracts fall within the range of 
$25,000 to $50,000, it provides a greater incentive to small business to participate 
und continue its interest in our R. and D. contract program. 


f. Small-business specialist 


(1) In a further effort to secure the maximuin utilization of small business, 
a small-business specialist has been designated as a member of the R. and D. 
contract negotiation team. He is assigned to the Procurement Office and will 
participate in the planning as well as the negotiation, placement, and adminis- 
tration of the contract. During the planning of the contract the small-business 
specialist will participate in the Technical Review Board meeting, at which 
time the proposed requirement for a contract is being evaluated along technical 
lines and for conformance with BW R. and D. mission objectives. The small- 
business specialist will, therefore, have a clear picture of why we propose to 
engage in the contract and what we hope to accomplish thereunder. After the 
request is submitted to the Procurement Division for negotiation and contract 
placement, the small-business specialist will be an active member of the contract 
negotiation team. 

(2) Project officers should work closely with the small-business specialist 
and seek his advice regarding potential small-business firms that should be 
considered for the procurement. 

(3) The small-business specialist will insure that an active list of small- 
business firms is maintained for R. and D. contractual consideration. Project 
officers will cooperate with the small-business specialist to the maximum and 
recognize that through the small-business specialist we will be able to provide 
small business a maximum opportunity for participation in our future R. and D. 
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ANNEX 1 






ONTHLY CONTRACT REPORT BY PROJECT OFFICER 










Procurement Division 
ATTN: Contracting Officer 







CONTRACTOR 







CONTRACT NO. DA-18-064 








STATUS OF PROGRESS 
ESS REPORT RECEIVED UNDER CONTRACT: 


PERIOO COVERED DATE OF REPORT 






LAST PROGR 
REPORT NO. 





1. 





2. §S WORK PROGRESSING SATISFACTORILY UNDER CONTRACT? 





3. §S CONTRACTOR INCURRING ANY UNUSUAL DELAY IN PERF ORMANCE DUE TO: | 
I a Raat cm a 
8. MATERIAL OR EQUIPMENT ACQUISITION 


[ves [wo - FF YES, EXPLAIN 


A. PERSONNEL DIFF ICULTUES 


[rts [Jw - IF YES, EXPLAIN 





ae 


Ce OTHER REASONS 





4. 1S GOVERNWENT COOPERATION, IF CALLED FOR UNDER THE CONTRACT, BEING SUPPLIED ON SCHEOULE? Pg 


[us [Jw 





5. OTHER COMMENTS 





CERTIFIES THAT THE ABOVE INFORMATION 15 ACCURATE TO THe BtoY OF 


THE UNDERSIGNED PROJECT OFFICER HEREBY 
HIS KNOWLEOGE. 





Provecr OFFICER 





ORM ev. 
(29 Jume 1956) 
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ANNEX 2 
GOVERNMENT PROPERTY (ASPR 13-506, DECEMBER 23, 1955) 


(a) The Government shall deliver to the contractor, for use in connection 
with and under the terms of this contract, the property described in this con- 
tract, together with such related data and information as the contractor may 
request and as may reasonably be required for the intended use of such property 
(hereinafter referred to as “Government-furnished property”). The delivery 
or performance dates for the supplies or services to be furnished by the con- 
tractor under this contract are based upon the expectation that Government- 
furnished property suitable for use will be delivered to the contractor at the 
times stated in the schedule of this contract or, if not so stated, in sufticient time 
to enable the contractor to meet such delivery or performance dates. In the 
event that Government-furnished property is not delivered to the contractor by 
such time or times, the contracting officer shall, upon timely written request 
made by the contractor, make a determination of the delay occasioned the con- 
tractor and shall equitably adjust the estimated cost, or delivery or perform- 
ance dates, or both, and any other contractual provisions affected by such 
delay. In the event that the Government-furnished property is received by the 
contractor in a condition not suitable for the intended use, the contractor shall, 
upon receipt thereof, notify the contracting officer of such fact and, as directed 
by the contracting officer, either (i) return such property at the Government’s 
expense or otherwise dispose of such property, or (ii) effect repairs or modi- 
fications. Upon completion of (i) or (ii) above, the contracting officer upon 
timely written request of the contractor shall equitably adjust the estimated cost, 
or delivery or performance dates, or both, and any other contractual provision 
affected by the return, disposition, repair, or modification. The foregoing 
provisions for adjustment are exclusive and the Government shall not be liable 
to suit for breach of contract by reason of any delay in delivery of Govern- 
ment-furnished property or delivery of such property in a condition not suitable 
for its intended use. 

(b) The Government may deliver to the contractor Government-furnished 
property in addition to that set forth in this contract. Upon such delivery this 
contract may be amended, if appropriate, to accomplish an equitable adjustment 
in its terms and provisions. 

(c) Title to all property furnished by the Government shall remain in the 
Government. Title to all property purchased by the contractor, for the cost of 
which the contractor is to be reimbursed as a direct item of cost under this con- 
tract, shall pass to and vest in the Government upon delivery of such property 
by the vendor. Title to other property, the cost of which is to be reimbursed 
to the contractor under this contract, shall pass to and vest in the Government 
upon (i) issuance for use of such property in the performance of this contract, 
or (ii) commencement of processing or use of such property in the performance 
of this contract, or (iii) reimbursement of the cost thereof by the Government, 
Whichever first occurs. <All Government-furnished property, together with 
all property acquired by the contractor, title to which vests in the Govern- 
ment under this paragraph, are subject to the provisions of this clause and are 
hereinafter collectively referred to as “Government property.” 

(7) Title to the Government property shall not be affected by the incorpora- 
tion or attachment thereof to any property not owned by the Government, nor 
shall such Government property, or any part thereof, be or become a fixture or 
lose its identity as personalty by reason of affixation to any realty. 

(¢) The Government property provided or furnished pursuant to the terms of 
this contract shall, unless otherwise provided herein and except as may be other- 
wise approved by the contracting officer, be used only for the performance of 
this contract. 
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(f) The contractor shall maintain and administer in accordance with sound 
business practice a program for the maintenance, repair, protection, and pres- 
ervation of Government property so as to assure its full availability and use- 
fulness for the performance of this contract. The contractor shall take all 
reasonable steps to comply with all appropriate directions or instructions which 
the contracting officer may prescribe as reasonably necessary for the protection 
of the Government property. 

(9g) The provisions of part III, appendix C, Armed Services Procurement 
Regulation, Manual for Control of Government Property in Possession of Non- 
profit Research and Development Contractors, as in effect on the date of this 
contract, are herein incorporated by reference and made a part of this contract. 
The contractor agrees to comply with the provisions thereof relating to the 
keeping of property-control records, identification and marking, segregation and 
commingling, taking of inventories, and control of salvage and scrap, and the 
contractor also accepts the responsibilities set forth in said part IT] with respect 
to Government property. 

(h) The contractor agrees to make available to authorized representatives of 
the contracting officer at all reasonable times at the office of the contractor all 
of its property records under this contract, and access to any premises where 
any of the Government property is located. 

(i) (1) The contractor shall not be liable for any loss of or damage to the 
Government property, or for expenses incidental to such loss or damage, except 
that the contractor shall be responsible for any such loss or damage (including 
expenses incidental thereto) : 

(i) which results from willful misconduct or lack of good faith on the 
part of any of the contractor’s directors or officers, or on the part of any of 
its Managers, superintendents, or other equivalent representatives, who has 
supervision or direction of all or substantially all of the contractor's busi- 
ness, or all or substantially all of the contractor's operations at any one 
plant, laboratory, or separate location in which this contract is being 
performed ; 

(ii) which results from a failure on the part of the contractor, due to the 
willful misconduct or lack of good faith on the part of any of its directors, 
officers, or other representatives mentioned in (i) above, (A) to maintain 
and administer, in accordance with sound business practice, the program for 
maintenance, repair, protection, and preservation of Government property as 
required by (f) above, or (B) to take all reasonable steps to comply with 
any appropriate written directions of the contracting officer under (f) 
above: 

(iii) for which the contractor is otherwise responsible under the express 
terms of the clause or clauses designated in the schedule ; 

(iv) which results from a risk expressly required to be insured under 
some other provision of this contract, but only to the extent of the insurance 
so required to be procured and maintained, or to the extent of insurance 
actually procured and maintained, whichever is greater ; or 

(v) which results from a risk which is in fact covered by insurance or 
for which the coutractor is otherwise reimbursed, but only to the extent of 
such insurance or reimbursement: Provided, That if more than one of the 
above exceptions shall be applicable in any case, the contractor’s liability 
under any one exception shall not be limited by any other exception. 

(2) The contractor shall not be reimbursed for, and shall not include as an 
item of overhead, the cost of insurance, or any provision for a reserve, covering 
the risk of loss of or damage to the Government property, except to the extent 
that the Government may have reqnired the contractor to carry such insurance 
under any other provision of this contract. 

(3) Upon the happening of loss or destruction of or damage to the Government 
property, the contractor shall notify the contracting officer thereof, and shall 
communicate with the loss and salvage organization, if any, now or hereafter 
designated by the contracting officer, and with the assistance of the loss and 
salvage organization so designated (unless the contracting officer has designated 
that no such organization be employed), shall take all reasonable steps to pro- 
tect the Government property from further damage, separate the damaged and 
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undamaged Government property, put all the Government property in the best 
possible order, and furnish to the contracting officer a statement of : 
(i) the lost, destroyed, and damaged Government property : 
(ii) the time and origin of the loss, destruction, or damage ; 
(iii) all known interests in commingled property of which the Government 
property is a part; and 
(iv) the insurance, if any, covering any part of or interest in such com- 
mingled property. 
The contractor shall make repairs and renovations of the damaged Government 
property or take such other action as the contracting officer directs. 

(4) In the event the contractor is indemnified, reimbursed, or otherwise com- 
pensated for any loss or destruction of or damage to the Government property, 
it shall use the proceeds to repair, renovate, or replace the Government property 
involved, or shall credit such proceeds against the cost of the work covered by 
the contract, or shall otherwise reimburse the Government, as directed by the 
contracting officer. The contractor shall do nothing to prejudice the Govern- 
ment’s right to recover against third parties for any such loss, destruction, or 
damage and, upon the request of the contracting officer, shall, at the Government’s 
expense, furnish to the Government all reasonable assistance and cooperation 
(including assistance in the prosecution of suit and the execution of instruments 
of assignment in favor of the Government) in obtaining recovery. 

(j) The Government property shall remain in the possession of the contractor 
for such period of time as is required for the performance of this contract 
unless the contracting officer determines that the interests of the Government 
require removal of such property. In such case the contractor shall promptly 
take such action as the contracting officer may direct with respect to the removal 
and shipping of Government property. In any such instance, this contract may 
be amended to accomplish an equitable adjustment in its terms and provisions. 

(hk) Upon completion or expiration of this contract, any Government property 
which has not been consumed in the performance of this contract, or which has 
not been disposed of as hereinafter provided in subparagraph (1) of this clause, 
or for which the contractor has not otherwise been relieved of responsibility, 
shall be disposed of in the same manner, and subject to the same procedures, 
as is provided in subparagraph (g) of the clause of this contract entitled ‘“Termi- 
nation for the Convenience of the Government” with respect to termination in- 
ventory. The proceeds of any such disposition shall be applied in reduction of 
any payments to be made by the Government to the contractor under this con- 
tract, or shall otherwise be credited to the cost of the work covered by this 
contract, or shall be paid in such other manner as the contracting officer may 
direct. Pending final disposition of such property, the contractor agrees to take 
such action as may be necessary, or as the contracting officer may direct, for 
the protection and preservation thereof. 

(7) If the contracting officer determines that the interests of the Government 
require removal of any Government property, or if the contractor determines 
any Government property to be in excess of its needs under this contract, such 
Government property shall be disposed of in the same manner as provided by 
subparagraph (k/) above. In the event that the contracting officer requires the 
removal of any Government property under this subparagraph (7) or sub- 
paragraph (k) above, the direct cost to the contractor of such removal and of any 
property damage occasioned thereby shall constitute an allowable cost thereunder. 

(m) Unless otherwise provided herein, the Government shall not be under 
any duty or obligation to restore or rehabilitate, or to pay the costs of the res- 
toration or rehabilitation of the contractor’s plant or any portion thereof which 
is affected by the removal of any Government property. 

(n) Directions of the contracting officer and communications of the contractor 
issued pursuant to this clause shall be in writing. 
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IMSTRUCTIONS 


1. The "Security Requiremeats Check Lists” will 
USED BY THE CONTRACTING activities of the Department 
of Defense to iadicate the security classifications 
assigned tothe various documents, materials, tasks, 
subcoatracts, aad sub-componeats of classified prime 
asd sob-coatracts. [t reqoires the coptracting ac- 
tivities to assign the necessary security classifi- 
catioas to the various phases of a classified coa- 
tract or task and to iadicate such security classi- 
fications ia the appropriate colama, 


2. OVERCLASSIFICATION SHALL BE AVOIDED. The prime 
parpose of the C ck List is to reduce security 
clearance requiremeats asd at the same time pre- 
serve a proper safeguardiog of classified matter. 
The Check List is farther iatended to eliminate the 
coacept that a security classifications assigned to 
a classified contract or task applies equally to 
all phases of such contract or task. This analysis 
of secerity classification by componeats informs 
the costractor, sub-coatractor and Department of 
Defease activities of the specific isformatios 
which is classified asd the degree of security pro- 
tection required. The lowest security classifica- 
tios consistenst with adequate security protections 
of the informations coscernsed should be assigned. 


The notation on this Check List 
usclassified does sot constitute 
the release of that item, or informations 
it, to the public. 


$3. The Check List, consisting of a single sbeet or 
moltiple check list sheets with appendages, will be 
prepared by the Department of Defense activity re 
spossible for the award or approval of each prime 

4 sab-costract isvolviag classified security ia 
formatio The respossibility for the preparations 
of the Check List will be that of the Contracting 
Officer. The physical preparation thereof will be made 
by the engineering staff thoroughly familiar witb 
the security requiremeats of the comstract or task. 


that any item is 
authorization for 
concerning 


4. Contractors will cosselt with 
of Defease representatives of the costractiag ac- 
tivity concerning any questions of the detailed se- 
curity requiremeats to iaclude the security classi - 
fication of subcostracts, if required. 


local Department 


6. Amendmeats or c ges ia the original contract, 
or task or sabcostract, shall be classified is ac- 
cordaace with their costeasts asd sot secessarily ia 
accordasce with the security classificatioas coa- 


tained in the origisal Check Listis) 


6. Check Lists sheets of composeats will be repro- 
deced by the costractor aad foarsisbed seb-costractors 
who are processing composests. 


7. The ese of asterisks is recommended whes ampli- 
fication of a block beading or lise ita desired. 
Additiosal spaces os tbe form are provided for se 
cority classificatio of items which cassot be 
properly ass sed to dard items listed oa the 
check lists. 


&. Should the descriptioss (Ite 
in Block 17) be determised to be classified by 
Refereace t Block 2, or any other item, the Check 
List sbeet will be classified accordingly. 

9. PROCEDURES FOR PREPARATION OF CHECK LIST SHEFTS 


Item 1 


10 of heading er 


&. MEADING Self-exrplasatory. 


Item 2 = Iasert tbe total sumber of Check Lists 
Sheets eased, spon the completion of the classifica 
tios asalysis. (gxesple If Check Liatea sheets were 
covering End [tema and 4 components rit 
Chech Liat aheet “Sheet 4 of 4 Sheete.”) 


prepared 
in on teet 


Items $8, 4 aad 6 Self-explasatory. 


issert the idesti- 
contract, if ay. 


The costractor will 
be may assigo to tbe 


ltem 6 
fyiog samber 

Item 7 >beck 

ks provided, 


the applicable ose of the two 


Item 8 Self-explasatory. 


Item 9 Write ia the sumber of appendages to this 
CHECK LIST SHEET. (The Appencdages will be identified 


by weing Cheech Liet aheet number-hyphen- letter.) 


be| 


Item 10 - Identify I*em or Component, to which 
this particolar Check List sheet pertains. If by 
reference to Block 2, the description of the item or 
component is fousd to be classified, then this par- 
ticular Check List Sheet should also be classified. 


|b. BLOCKS: (Body of Fors) Block 1 - Refers to doc- 
|}umeats only. "Task" is a Department of Navy desig- 
|}gation of ap element or phase of a contract, 


|}Block 2 - Refers to a descriptios of the particular 
| Bnd Item or Component under analysis. 


|} Block 3 - Refers to specifications (or techniga! 
| requirements) prepared by Coatractor or furnished 
|} by the Contracting Officer. 


| Block 4 - 


Block & (NOTE: This @leo includes sketches which 
jthe Navy refere to ae “Plane’’.) - A complete set of 
drawings will be classified at least to the bighest 
secority category of ao individual drawing witbia 
the set. When ao individual drawing is withdraws 
from tbe set, the secority classification shall be 
that upon the drawing, PROVIDED the legend or other 
|markiogs oo the drawisg do not reveal information 
of any description that carries a bigher classifi- 
cation. A complete set of drawings may be classi- 
fied bigher than the highest security category of 
an individual drawiog witbia the set. Sketches will 
be classified, according to corresponding drawings 
ia the complete set, 


Block 6 - Self-explasatory. 


Block 7 If desired, a line may be drawn across 
the beading of this block lise in order to give a 
single over-all classification of all individual 
items io this block. If this is dose, it will also 
be seces ry to designate the security classifica- 
tion of the individual lettered sub-lines. 


8. This lise should be filled out 
coatractor ia 
tios. It will 


Self-explasatory. 


to assist the 
resolviog asy doubt as to classifica- 
sormally be CLASSIFIED". 


G. Refers to processes and manufacturing tech- 
siqees employed by the Contractor. If the Contractor 
considers certain phases of manufacturing technique 
coateia “proprietary processes", heshoold recommend 
an appropriate classificatios, usually CONFIDENTIAL. 
Block 8 - Self-explanatory 
Block 9 
} etc., 


lacledes masevals 
prepared by tbe 


handbooks, 
costractor, 


catalogeoes, 


| Block 10 - 


Self-explasatory. 


Bloc’ 11 - The 
"UNCLASSIFIED" 


items A, C asd PD shoold sormally be 


Blocks 12 aed 18 - Self-explaeatory. 
Blocte 14, 


}epace is 


16 and 16 - To 
required. 


be osed when additiosal 


Block 17 This block is 
raphy of all Check List 
teisiag to the costract 


istesded to be a bibliog 
sheets and appendages per 
involved, 
Block 18 - Self-explanatory, 
APPENDAGE TO 
PORM 254-1. 
of etmost 
rity classification 


SECURITY REQUIREMENTS 
Thissepplement formof the Check List 
importasce. The proper assignment of secu- 
"WITHOUT TALLY COUNT” aad “WITH 
TALLY COUNT” will materially assist the Costractor 
(end sub-contractors) in determining the aumber of 
persossel working on assembly lines, whowill require 
clearance (see Note | of Appendage form). tInless a 
carefal analysis of the security features of assem 
bly work ismade, tbe possibility of owerclassifica 
tion will likely occur with the result that impair 
meat of production schedules will be caused by us 
secessary clearance requiremeats. STUDY THE NOTRS. 
}ADD OTHER EXPLANATORY NOTBS WHEN DBEMED APPROPRIATE, 
|TO THOROUGHLY ACQUAINT THE CONTRACTOR WITH THE 
ISBCORITY CLASSIFICATION RROUIREMENTS 


CHECK LIST 





341972 
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ANNEX 5 
OUTLINE I 


Subject: Scope and technical justification for a proposed contract to (study) 

(develop) (short title of services). 

Through: Comptroller, Fort Detrick. 
To: Procurement Division, Fort Detrick. 

1. It is requested that a contract be established to perform the services out- 
lined below. 

The work to be performed under the proposed contract is a part of the 
program authorized under research and development project No. 0—-00—00—000 
entitled (give project title). This project has an RDB technical objective classi- 
fication of BW-____~_- and a D/A priority of ___---. 

3. A short title of the proposed contract is; ~-.---~~- ks btn Matias aioe 
(Give a short title of the services to be performed. ) 

4. The definitive scope of the proposed contract is: 

(Give the complete scope of the services to be performed under ‘the proposed 
contract.) If applicable: 

a. Government property to be furnished the contractor, including source and 
condition. 

b. Applicable drawings or specifications to be furnished the contractor. 

¢. The number of copies of and frequency of reports to be furnished. 

This proposed contract (give a complete technical justification of how the 
weaned services relate to the assigned mission of the Cml C Biological Labora- 
tories and the research and development project to which assigned). 

6. It is recommended that the proposed contract be classified _____- i 
Five copies of completed security requirements checklist (DD Form 254) must 
be submitted regardless of proposed classification. 

7. It is recommended that the proposed contract begin on or about —___-_~-- 
and continue through ~_------~--~~-~-. It is estimated that —__- months will 
be required beyond the above time to complete the services outlined and that 
any additional service will cost approximately $_______-__-_- 

8. The Government’s technical representatives (project officers) will be: 


Primary Alternate 
a a EE eee fe Be iS Se tag 5 Ra me oe a ke a 
a rains cs is ie mapminiani pained ‘i see 
a sa bees 5 rae peed Se & 
G; SIONS. <EOORNIOO nats ek i ce Sa i acinar Dh a alta : 
9. Recommended sources, types of labor required, and Government estimate 


of cost of performing the above services are attached as outline IT. 
JoHN Dor, 
Chief, X Division. 


ANNEX 5 
OUTLINE II 


1. The following source(s) is/are recommended for performing the services 
described and justified in outline I. (Ordinarily three or more sources should 
be given including name and address of sources. If the competition is to be 
limited to a single source, a certificate signed by the Division Chief should 
accompany this outline pointing out explicit reasons why this source is uniquely 
qualified to perform the desired service. It must be borne in mind that the 
statement that the recommended source is “good” or “excellent” is not ade- 
quate. The statement that a particular source is the “best source” or “only 
source” expresses a conclusion only and must be supported by a statement 
of the specific facts on which the conclusion is based. This certificate should 
be in letter form and addressed to the Chief, Procurement Division, and for- 
warded as an inclosure. ) 

The estimated cost for the services to be performed is § . based 
on the attached analysis sheet entitled “Government Estimate of Cost.” (These 
estimates should be based on experience with similar type contracts which have 


(dy 


(@e) 
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(7) 
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been consummated. It is again reiterated, that under no circumstances is the 
project officer to contact a prospective contractor in the preparation of this 
analysis sheet because this analysis sheet, together with outlines I and II, 
must be prepared and submitted in advance of contacts with prospective sources. 
The data which are included on the attached analysis sheet will be of great 
assistance in determining the amount of funds to be allocated for the procure- 
ment action during initial stages of review and will furnish the contracting 
officer with other information required in order that he can obtain proposals 
and analyze intelligently such proposals. ) 

3. (Included in this paragraph should be any additional comments or infor- 
mation relating to the proposed work which would clarify certain technical 
aspects or assist the contracting officer in the expeditious execution of a contract 
to accomplish the services. ) 


GOVERNMENT ESTIMATE OF Costs 
(a) Direct labor: 


(1) Manufacturing or shop labor hours, at 
$2 per hour__- se z g e 
(2) Engineering labor . hours, at $2 to $5 per 
hour i‘ pices 
(3) Research labor: 
Iyirector § year, _ percent of time 
Chemical engineer $ year, 
percent of time 
Bacteriologist $_..__.__ year, __-_.-- percent 
of time 
Research assistants § year, 


percent of time 
Total research labor as 
Total labor $ 
(b) Overhead 
100 percent of item (a) (1) 
oO percent of item (a) (2) 
oO percent of item (a) (3) 
Total overhead 
(¢) Other direct costs: 
(1) Special equipment and/or special facilities 
(2) Materials 
(3) Travel 
(4) Communication 
(Oo) Other 
Total other direct costs 
(d) Consultation costs days-_-_- : at 
(¢) General and administrative expense, 10 percent of 
items (a) through (d), inclusive 
(f) Total estimated cost, exclusive of profit (i. e., sum ot 
(a) through (¢)) 
(g) Profit (8 percent of item (f)’ és 
(kh) Government estimate of cost item (f) plus (yg) 
(i) Contingencies 
(j) Estimate for fiscal purposes ((/) plus (7)) 
‘If applicable, see explanation sheet attached. 
Date: 
To: Contracting officer. 
From: Project officer. 
Subject: Contract No. DA-18-064—contractor. 

This is to certify that all reports, drawings, other memorandums, and/or mate- 
rials called for by the above-numbered contract have been furnished by subject 
contractor and accepted by the undersigned project officer. Based on the re- 
ports, drawings, and/or other memorandums, it is the opinion of the undersigned 
that no patentable features were conceived or reduced to practice during the 
performance of the work under above contract. 


Project Officer. 
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APPENDIX XX * (a) 


Poticy STATEMENTS OF THE TRANSPORTATION Corps, PROCUREMENT DIVISION, 
DEPARTMENT OF THE ARMY 


DETAILED PROCEDURES BEING FOLLOWED RELATIVE TO REVIEWING OR SCREENING 
PROCUREMENTS BEFORE SOLICITATION (Boru FORMALLY ADVERTISED AND NEGO- 
TIATED, CLASSIFIED AND UNCLASSIFIED ) 


ASPR 1-302.3 

a. Place a fair proportion of procurement with small business. 

b. Divide procurement to enable and encourage small business to bid or pro- 
pose when advantageous to the Department. 


APP 1-301 
a. Give attention to fullest possible use of small-business concerns 


é 
APP 3-104 

a. To the maximum extent possible, eliminate restrictions which might prevent 
small-business participation in procurement. 
APP 30-708 a (3) 

a. Review procurement for purpose of assisting small business. 


APP 30-703 policy 

“a. (10) In carrying out this policy, the primary consideration of the Depart- 
ment of the Army shall be that of securing performance or deliveries at the 
time, in the quantity, and of the quality required by the defense program, and 
nothing stated herein shall detract from this consideration. Furthermore, ac- 
tions taken under this policy shall be consistent with other procurement and 
military objectives. 

“(11) The purchasing office has responsibility for selecting the method of 
procurement (formal advertising or negotiation) and for the proper award of 
contract and the procedures established hereunder shall be carried out in such 
manner as not to impair or interfere with the expeditious operation of the 
procurement process. The Small Business Administration representative will 
have no veto power in the placing or awarding of contracts. 

“(12) Price differentials to effectuate the above-stated policies are not 
authorized.” 

Transportation Corps research and development procurement is particularly 
governed by the policies outlined in 30-708 a. (10) (11) (12). With this in 
mind, procurement is reviewed and screened to: 

a. Select the best qualified firms and educational or nonprofit institutions for 
requests for proposals. 

b. Give small business a fair opportunity to compete. 

Solicitation from small business : 

Source: DA Forms 1877 from February 1, 1957 (effective date of use of 
form ).. 
Requests for proposals: Small business, 89; large business, 92. 

Copies of all requests for proposals (except classified) have been sent to 
Richmond office, Small Business Administration, since September 1955. 


APPENDIX XX (hb) 
CRITERIA USED FOR DETERMINING THOSE ITEMS SUITABLE FOR SMALL BUSINESS 


APP 30-702n states: 

“n. Suitable for procurement from small business. An item or service is con- 
sidered suitable for procurement from small business when the item or service 
is one which business concerns in the small-business category presently 


“(1) Are technically competent to produce or furnish; 

“(2) Have adequate available facilities and open capacity to produce or 
furnish : 

“(3) Can produce or furnish at competitive prices (quantity and delivery 
factors considered), as sources of supply as defined in APP 1-201.9; 

“(4) Are capable of meeting the required delivery schedule, and 





} Se 
bi 
i of 

hit 


La 
Sn 


for 
ant 


nu 
AP 


to t 
| the 
| sing 
foll 

( 
the 
acce 

(4 
firm 
eon 
solic 


2 
for | 
of tl 

‘E 
earri 


, +. 





i 


ry 


SMALL BUSINESS PROCUREMENT PROGRAM 515 


“(5) Are able to produce or furnish without overtaxing their financial 
and technical resources.” 


With a few exceptions,’ Transportation Corps research and development pro- 
curement is generally suitable for procurement from small business. All of the 
above criteria are applied to a procurement action at the time of selection from 
the bidders’ file for solicitation of requests for proposals for Transportation Corps 
research and development procurement. 

Norr.—See sheet 1 for solicitation from small business. 


APPENDIX XX (¢) 
PoLicy REGARDING SELECTION OF BrippERs’ Lists 


ASPR 3-104. Bidders’ list is used to record information on both established 
and potential small-business Concerns. 

APP 30-702r and s. Bidders’ list to include small business to assure fair 
proportion and equitable opportunity to compete. 

The bidders’ list is reviewed by both technical and purchasing personnel to 


select the mailing list for each procurement action, Both large and small 
business is considered and selection is made on the basis of the concern’s field 
of interest. The mailing list generally will contain approximately an equal 


nulber of large- and small-business concerns. 
TRECOM research and development bidders’ list data: 


Total on list 646 
Educational and nonprofit institutions 21 
Large-business firms 157 
Small-business firms i 301 
Unidentifiable from information furnished 167 


APPENDIX XX (d) 


CRITERION USED IN SELECTING FIRMS To BE SOLIcITED WHEN Brppers’ List Is 
ROTATED 


ASPR 3-104—AIDS TO SMALL BUSINESS IN NEGOTIATED PROCUREMENT. 

In furtherance of the policy with respect to small-business concerns as set 
forth in ASPR 1-802.5 the following aids will be employed where practicable 
and where consonant with other Department of Defense policies : 

2 * * + ” » « 

(d) Employ suitable methods in soliciting proposals where an excessive 

number of potential suppliers exists. 


* * * * * . - 
APP 30-702—DEFINITIONS. 
ad * od of - * ae 


s. Equitable Opportunity. An equitable opportunity to compete (with respect 
to the competition by small-business firms for Defense procurement of an item, 
the bidders’ mailing list for which contains the names of established or potential 
small-business suppliers) is defined as that opportunity which exists when the 
following conditions are met: 

(1) The bidders’ mailing list of the procuring activity for the item includes 
the names of such established or potential small-business suppliers as have made 
acceptable application for inclusion in the list. 

(2) The Invitation for Bids or the Request for Proposals are sent to all the 
firms, large and small, on the list; or, where they are sent to less than the 
complete list, a pro rata percentage of small firms is included among those 
solicited. 

+ - . + * = - 

TRECOM bidders list is being reorganized and will be established to provide 
for rotation when rotation is applicable within the general criteria of selection 
of those interested and qualified. 


' Exceptions: Procurement of prototypes; locomotives, railroad cars, logistical cargo 
carriers, ete 
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APPENDIX XX (e) 
FORMALLY ADVERTISED PROCUREMENT VERSUS NEGOTIATED PROCUREMENT 


All Transportation Corps research and development procurement is negotiated 
under the following authorizations: 

Law: Title 10, United States Code, section 2304 a (1), a (5), a (11). (This 
is 1956 codification of Armed Services Procurement Act of 1947, (Public Law 
413. 80th Cong.) in which same sections were 2c (1), (5) and (11) and ASPR 
and APP references are to the latter.) 

ASPR and APP 3-201 authorize and direct use of 2c (1) as authority to nego- 
tiate contracts and amendments thereof for $100,000 or less for experimental, 
developmental, or research work or for the manufacture or furnishing of sup- 
plies for experimentation, development, research, or test with contractors other 
than educational institutions. 

ASPR and APP 3-205 authorize and direct use of 2d (5) as authority to 
negotiate all contracts and amendments thereof, regardless of amount, including 
contracts for experimental, developmental, or research work where the contract 
is entered into with an education institution. 

ASPR and APP 3-211 authorize and direct use of 2c (11) as authority to nego- 
tiate contracts and amendments thereof for experimental, developmental, or re- 
search work or for the manufacture or furnishing of supplies for experimenta- 
tion, development, research, or test when the estimated cost is over $100,000. 
This authority is not to be used for procurement for $100,000 or less nor for 
procurement regardless of amount from an educational institution. Use of this 
authority requires a determination by the Secretary of the Army (actually by 
Assistant Secretary of the Army, Logistics) that the purchase or contract is 
for one of the purposes stated above. 


PROCESSING OF DETERMINATION AND FINDINGS AUTHORITY TO NEGOTIATE 


APP 3-305, 3-306, and 3—-211.3c prescribe forms and procedures for preparing 
and processing requests for “Determination and Findings—aAuthority to Ne- 
gotiate an Individual Contract.” For research and development, the request 
must contain complete information on the proposed procurement, including pro 
gram and project data, estimated cost, type of contract contemplated, period of 
performance, starting date, other related contracts and costs, extensions of and 
future work contemplated on the project, programed funds and, if sole-source 
procurement is contemplated, the name of the proposed contractor and complete 
justification therefor. 

TC policy and processing: Disposition form, “Request for Determination and 
Findings—Authority to Negotiate an Individual Contract,” and the proposed 
“Determination and Findings” to be signed by Assistant Secretary of Army, 
Logistics, is prepared by Legal Division, TRECOM, in coordination with technical 
division concerned, technical director, comptroller and research contracting 
officer ; approved, and letter of transmittal to Chief of Transportation signed by 
research contracting officer; Assistant Chief of Transportation, Research and 
Development, checks for program authorization and funds and forwards to 
Chief, Procurement Division, Office, Chief of Transportation; Chief, Procure 
ment Division, reviews and secures signature of Chief of Transportation or 
Deputy Chief of Transportation and forwards to Deputy Chief of Staff, Logistics; 
Deputy Chief of Staff, Logistics, coordinates within DA General Staff (including 
Chief, Research and Development) and forwards to Assistant Secretary of Army, 
Logistics, for signature. 


APPENDIX XX (f) 


Poticy RELATING TO USE OF SPECIFICATIONS AND THE DETERMINING FACTORS 
PERMITTING DEVIATIONS 


APP 1-305b. Exemptions. Federal and military specifications need not be 
used for the following: (i) Purchase incident to research and development, (ii) 
purchase of items for test or evaluation, (iii) purchase of laboratory test equip- 
ment for use by Government laboratories, etc. 

In research and development procurement, specifications as such are generally 
not applicable and more often are nonexistent. Desired military and technical 
characteristics and certain general military specifications are utilized when 


appropriate. In this connection many TC R. and D. contracts contain provisions 
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that require the contractor to submit recommendations for changes in military 
or technical characteristics if strict adherence to a particular characteristic 
would impede achievement of the objective. 


APPENDIX XX (g) 


COMMENTS ON UNREALISTIC. REQUIREMENTS AND UNREALISTIC DELIVERY 
SCHEDULES 


Unrealistic requirements and delivery schedules are not a problem in R. and D. 
procurement. Industry and technology set the pace. During negotiation of 
contracts, requirements and delivery schedules are mutually agreed to between 
the prospective contractor and the Government. If contractor experiences 
difficulty during a research or development contract, schedules are readjusted. 


APPENDIX XX (h) 


PRESENT Po.icy REGARDING PROGRESS PAYMENTS TO SMALL BUSINESS VERSUS 
PROGRESS PAYMENTS TO LARGE BUSINESS 


APP 30-1205f. There is no minimum contract amount for progress payments 
to small-business concerns. 

AR 715-6, part II, paragraph 208, appendix VII: “Immediate and continuing 
attention must be given at all levels to insure that constructive measures will be 
taken to facilitate and accelerate necessary contract financing assistance to small 
suppliers. Every reasonable effort must be made to assist small suppliers in 
the resolution of their problems relative to the financing of contract performance, 
us well as to assist them in understanding and complying with the requirements 
of performance as to payment forms, inspection, and cost accounting.” 

Progress payments are authorized to small-business concerns if necessary 
to make an award and if otherwise satisfactory. Practically all R. and D. pro- 
curement is by means of cost reimbursement or cost-plus-a-fixed-fee contracts 
under which the contractor is reimbursed for his costs on a monthly, or in some 
few casses when requested by small business, on a semimonthly basis. In the 
few cases on fixed-price contracts, progress payments are authorized in the 
contract when requested by small business. Two such contracts are in effect.' 
No requests for progress payments from large business are on record in TRECOM. 
The policies and authorizations for the use of progress payments to small 
business set forth in APP 30-1205 and AR 715-6 are deemed entirely adequate. 


APPENDIX XX (i) 
CALL AND OPEN-END TyPE CONTRACTS 


Not pertinent to research and development procurement. None are used, since 
there are no recurring requirements. 


APPENDIX XX (j) 
PoLicy REGARDING REVIEW OF “SOLE Source” ItEMS 


In resarch and development there are many instances in which sole source 
procurement is justified. Industry, in pursuing its own research and develop- 
ment programs, often submits unsolicited proposals which show promise of meet- 
ng Army requirements. In general, these are evaluated technically by T'’ COM, 
and reviewed by Assistant Chief of Transportation, Research and Development. 
If the proposal is found to meet research and development requirements, is 
proprietary in nature, and worthy of support by the Army, action is taken to 


Contract DA 44-177—-TC-362, Thomas D. Bowes, Philadelphia, Pa.: contract DA 44- 
177—TC-3895, Wilson, Nuttall, Raimond, Engineers, Inc., Chestertown, Md. 











518 SMALL BUSINESS PROCUREMENT PROGRAM 


authorize TRECOM to include the particular procurement in their program. 
Justification for such sole source procurement is determined and reviewed at 
TRECOM in the same manner as other requests for contractual action. 

If the proposed procurement involves $100,000 or more, a request for a determi- 
nation and findings—authority to negotiate must be processed to the Assistant 
Secretary of the Army, Logistics, and justification for sole source procurement 
contained therein is reviewed by the Chief of Transportation, Deputy Chief of 
Staff, Logistics, and Chief, Research and Development, DA General Staff, before 
approval and signature by Assistant Secretary of Army for Logistics. (See p. 
2 of sheet 5.) 

If the proposed procurement is under $100,000 the contracting officer must be 
furnished complete justification or make an official determination on his own 
that sole source procurement is justified. In general, sole source procurement 
can be justificd in research and development only when the concept, design or 
item is proprietary in nature. 


APPENDIX XXI‘* 


PoLicy STATEMENTS OF THE TRANSPORTATION Corps, RESEARCIL AND DEVELOPMENT, 
DEPARTMENT OF THE ARMY 


APPENDIX XXI (a) 


PROCEDURES RELATIVE TO REVIEWING OR SCREENING PROCUREMENT BEFORE 
SOLICITATION 


APP 30-705n requires review by the small-business specialist or adviser of all 
procurement directives issued with value of $5,000 or more to determine suit- 
ability for and make recommendations as to small-business participation. 

TC procedures is to review all procurements of $1,000 or more for small-busi 
ness participation and/or set-asides (TC Circular 35-—-115-12, July 26, 1956). 

Note: All commands except TTC state specifically they are complying. TTC 
states all procurements are reviewed and screened by small-business specialist 


APPENDIX XXI (b) 
CRITERIA USED FOR DETERMINING THOSE ITEMS SUITABLE FOR SMALL BUSINESS 


APP 30-702n provides an item or service is considered suitable for procure- 
ment from small business when the item or service is one which business concerns 
in the small-business category presently : 

(1) Are technically competent to produce or furnish ; 

(2) Have adequate available facilities and open capacity to produce or furnish ; 

(3) Can produce or furnish at competitive prices (quantity and delivery fac 
tors considered ) ; 

(4) Are capable of meeting the required delivery schedule ; and 

(5) Are able to produce or furnish without overtaxing their financial and tech 
nical resources. 

TC criteria is identical with that stated in APP. 


APPENDIX XXI (c) 
PoLicy REGARDING SELECTION OF BrippErRs LIst 


ASPR 2-204 provides that bidders mailing lists shall be established by pur 
chasing offices or activities to insure ready and current sources of supplies and 


that all suppliers who appear on the bidders mailing list application or other 
available information to be qualified and eligible to fill requirements of a particu- 


Jar procurement shall be placed on the appropriate bidders list. 
APP 2-202. 1 and 3-101 provides that the extent of the distribution of invita 


tion for bids or request for proposals will be determined by the contracting officer 


but must be wide enough to assure full and free competition on all items. 
TC policy is same as ASPR and APP. 





1See p. 355. 


au 
fi: 
a 


of 
ae 





SMALL BUSINESS PROCUREMENT PROGRAM 519 


Note: In actual practice, TC purchasing offices solicit bids or proposals from all 
firms on bidders list except in those cases where the number of names on the list 
is excessive in relation to the size of the procurement or purchases of less than 
$100, in which case rotation of bidders list is authorized and encouraged by ASPR. 


APPENDIX XXI (d) 


CRITERION USED IN SELECTING FirMS To BE SOLIcIreED WHEN BipDERS List Is 
ROTATED 


ASPR 2-204.5 provides that where the number of names on a bidders list is 
excessive in relation to a specific procurement, such methods as (1) rotation of 
the mailing list, (2) use of preinvitation notices, or (3) otherwise determined 
method to be advantageous in this respect may be employed to provide a reduced 
list of names for the particular procurement. 

ASPR 3-603 provides that with respect to small purchases ($1,000 or less), 
reasonable solicitation from qualified firms shall be effected to assure that the 
procurement is made to the advantage of the Government, price and other factors 
considered: That generally solicitation will be limited to 3 suppliers and for 
purchases of less than $100 where prices are considered to be reasonable, com- 
petition is not required but that such purchases shall be distributed equitably, 
over a period of time, among qualified suppliers. 

TC policy is same as ASPR. 

Note: Generally TC procurement offices do not find it necessary to rotate the 
bidders list but solicit from all firms on the list. When it is necessary to limit 
solicitation the following procedure is followed : 

Firms that have previously furnished the item are included in each solicitation 
and the remaining names on the list are solicited on a rotated basis, usually 
one-third on each solicitation. 


APPENDIX XXI (e) 
FORMALLY ADVERTISED PROCUREMENT VERSUS NEGOTIATED PROCUREMENT 


ASPR 1-801 provides that it shall be the objective of each Department (Army, 
Navy, Air Force) to use that method of procurement (adveritsed or negotiated ) 
which will be most advantageous to the Government—price, quality, and other 
factors considered. 

APP 2-102 states that formal advertising shall be the preferred method of 
procurement, even during periods of national emergency. 

Both ASPR and APP provide that negotiation may be utilized when author- 
ized by one or more of the 17 circumstances set forth in sections III therec:. 
These regulations also provide that small purchases (under $1,000) will be 
effected by negotiation. 

TC policy is same as ASPR and APP. 


APPENDIX XXI (f) 


PoLticy RELATING TO USE OF SPECIFICATIONS AND THE DETERMINING FACTORS VER- 
MITTING DEVIATIONS 


ASPR and APP 1-305 provide that every item procured either by formal 
advertising or negotiation shall be described by referencing the applicable speci- 
fication (Federal, military, etc.) or by a description which adequately specifies 
all of the essential requirements. 

APP 1-305d provides that all deviations and waivers to Federal and military 
specifications will be subjected to competent review or prescribed by the heads 
of procuring activities (Chief of Technical Service, etc.) and that significant 
deviations and waivers will be reported to DCSLOG. 

TC policy is same as ASPR and APP. 

TC Circular 35-115-29 dated November 17, 1955, designates the Commanding 
General, TSMC, as the official to review and approve requests for deviations. 


9418S7—5T— o4 
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APPENDIX XXI (g) 


UNREALISTIC REQUIREMENTS AND UNREALISTIC DELIVERY SCHEDULES 


APP 2-201e provides that time of delivery is a material requirement of a pro- 
curement and that each invitation for bids or request for proposal will contain 
a delivery clause designed to meet the requirements of the procurement, and 

a. Be as realistic of attainment as possible: 
b. State the time limitations on delivery within which delivery offers will 
be considered responsive. 

APP also requires contracting officers to question any delivery requirement 
which appears to be unrealistic and to make appropriate adjustments prior to 
solicitation of bids or proposals. 

TC purchasing activities screen all procurement prior to solicitation to insure 
that both the requirement and the delivery schedule are as realistic as possible. 
In those instances where such action is indicated, adjustments to reflect attain- 
able requiremens are accomplished, 


APPENDIX XXI (h) 


PRESENT PoLicy REGARDING PROGRESS PAYMENTS TO SMALL BUSINESS VERSUS 
PROGRESS PAYMENTS TO LARGE BUSINESS 


The DA policy on use of progress payments is stated in AR 715-6. This 
policy states that the need for progress payments shall not be treated as a 
handicap in awarding contracts to those qualified contractors who are deemed 
competent and capable of satisfactory performance, and that provision for 
customary progress payments (construction, shipbuilding, etc., contracts) will 
be made as a matter of course when requested by contractors who are known 
to be reliable, competent, capable of performance and have a satisfactory ac- 
counting system. This policy also states that in connection with requests for 
progress payments, there shall be timely action, no unwarranted delay, and 
no hesitation to make proper contract financing provisions. The only dis- 
tinction between the progress payments to large and small business is that 
generally progress payments will not be made on small contracts unless the 
contractor is a small-business concern. 

TC policy is same as above. 


APPENDIX XXI (i) 
CALL AND OPEN END TypE CONTRACT 


TC open end type contracts fall into four major categories, i. e.: 

1. Master ship repairs contracts. These are basic agreements and are en- 
tered into with all interested firms that have the necessary facilities and know- 
how to perform ship repair. 

2. Contracts for stevedoring and allied services at Army terminals. These 
contracts are awarded through competitive negotiations with all interested, 
qualified firms, and provide for furnishing all services of the type specified 
required at the particular terminal during the period of the contract (usually 
1 or 2 years). 

3. Contracts for furnishing repair parts, components, and assemblies for sup- 
port of major items of TC equipment. Such items are usually of a proprietary 
nature and the contracts are entered into by negotiation with either the manu- 
facturer of the end item or the manufacturer of the specific parts, if other 
than the end item manufacturer. 

4. Contracts for repair and maintenance of TC equipment and facilities such 
as maintenance of aircraft and railroad equipment, janitorial services, services 
of technical representatives on operation and maintenance of items of equip- 
ment, ete. Such contracts are usually entered into through competitive nego- 
tiation with all known or interested suppliers. 

At the present time TC call contracts are limited to procurement of subsist- 
ence items at class IIT installations. 
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APPENDIX XXI (j) 
PoLicy ON REVIEW OF SOLE SouRcE ITEMS 


TC items are designated as “sole source” only where there is but a single 
known producer or supplier. Such items generally fall in the category of parts 
or components of equipment for which competition is restricted due to patent 
rights or other proprietary restrictions. TC purchasing officer continuously 
reviews such- items and endeavors to develop additional sources of supply. 


APPENDIX XXI (k) 
THE USE or DA Form 1877 


The DA Form 1877 is used to record the action taken by the contracting 
officer, on each invitation for bid or request for proposal of $5,000 or over, to 
insure that small-business concerns are afforded an equitable opportunity to 
compete for the procurement. 

Procedure : 

(1) The contracting officer, or his authorized representative, prepares the 
report, in triplicate, for each invitation for bid or request for proposal which 
may result in an award of $5,000 or more, and forwards to the small-business 
specialist at the purchasing office. 

(2) The small-business specialist reviews the report for acceptability of action 
taken. If ample opportunity to small business has been provided, the action is 
approved by the small-business specialist. 

(3) Che small-business specialist returns one copy to the contracting officer for 
inclusion in the contract file, retains one copy, and sends the original to the 
small-business adviser for further review and analysis. 


APPENDIX XXII* 
AEC Report ON SMALL-BUSINESS PROGRAMS AND POLicres (Wi1TH CHARTS) 


UNITED STATES ATOMIC ENERGY COMMISSION, 
Washington, D. C., August 20, 1957. 
Hon. GrEoRGE A. SMATHERS, 
Chairman, Subcommittee on Government Procurement, 
Select Committee on Small Business, United States Senate. 

DEAR SENATOR SMATHERS: Chairman Strauss and I appreciate the expression 
of regrets in your July 18, 1957, letter to the Chairman regarding the circum- 
stances which precluded your Subcommittee on Government Procurement from 
receiving AEC testimony on its small-business program during this session of 
Congress. A report is attached pursuant to your request, which adheres as 
closely as possible to the broad subjects and to the numbered list of topics in 
which you expressed an interest. 

During the past fiscal year there has been a substantial reorientation of the 
number of prime and subcontract dollars expended for various purposes. This 
has affected the percentage of AEC subcontract dollars which have gone to 
small business and has resulted in a moderate decline. At the same time, how- 
ever, there was an increase in the total number of subcontract dollars awarded 
to small business. 

We are maintaining our efforts to emphasize the AEC small-business program, 
to insure that small business participates in the purchasing and contracting for 
AEC programs and to insure that small business receives a fair proportion of the 
related dollars. 

I wish to extend our thanks to you, to the other members of the committee 
and to the members of the committee staff for the courtesies and cooperation 
which have been accorded us in the past and to assure you of our continuing 
efforts in behalf of small business. 

Sincerely yours, 
R. W. Cook, Deputy General Manager. 


See p. 358 for Senator Smather’s letter of July 18, 1957, requesting a report on small- 


business programs. 
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Report: For Senator George A. Smathers regarding the AEC small-business 
program. 
Reference: Letter to Chairman Strauss, July 18, 1957, from Senator George A, 
Smathers, chairman, Subcommittee on Government Procurement, 
Senate Small Business Committee. 


SCOPE OF AEC SMALL BUSINESS PROGRAM AND PROCEDURES FOR ITS OPERATION 


The AEC small-business program has been organized in order to make avail- 
able the potential op; ortunities for small business which flow from the overall 
programs of the Atomic Energy Commission. These programs involve, to a 
large extent, the coustruction and operation of a chemical and metallurgical 
type industry which embraces numerous plants, laboratories and other facilities. 
AEC does not operate these facilities directly and, as a result, the majority of 
its prime contract dollars go to the private concerns which are under contract 
to AEC for purposes of plant construction and operation. The greatest volume 
of opportunities for small-business concerns tends to emerge at the subcontract 
level. 

AEC small-business policies and program requirements, as we have indicated 
on other occasions, are an integral part of the overall AEC policy issuances on 
procurement and contract matters. These policies specifically provide that “a 
fair proportion of the total purchases and contracts for supplies and services 
shall be procured from small-business concerns.” in order to give this broad 
policy added meaning at the operating level, further policies, which are more 
specific in nature, have been generated and revolve around the basic principle 
of a maximum practicable opportunity for small-business participation. These 
specific policies also provide that the respective AEC operations offices shall 
maintain suitable small-business programs and, in a similar manner, AEC 
cost-type operators are required to maintain suitable small-business programs. 
Cooperation with the Small Business Administration in terms of an interagency 
agreement is a further specific policy and has functioned effectively over a 
period of years. 

AEC small-business program procedures are the sum of the individual pro 
grams of the various AEC operations offices and cost-type contractors. The 
respective offices establish their own approaches to the matter, within the frame 
work of the specific policies which have been enunciated in the AEC policy 
issuances on Small business and other pertinent topics: however, determination 
of a procurement’s suitability for performance by small business, maintenance 
of a maximum practicable opportunity for small business to participate, main 
tenance of bidders lists, nonrestrictive specifications and progress payments are 
basic elements of all these programs. In addition, both AEC offices and con 
tractors report the developments concerning their small-business programs by 
means of written quarterly reports. The operation of these programs is further 
observed and evaluated by means of yearly management appraisals. From a 
statistical standpoint, the participation of small business is determined by means 
of quarterly reports of prime contract and subcontract actions. Contract re 
porting is a mandatory requirement for both the AEC operations offices and their 
respective cost-type contractors and specific ground rules have been established 
for its accomplishment. 


SUBSTANTIVE IMPROVEMENTS AND NEW PROGRAMS INITIATED 


The enactment of the Atomic Energy Act of 1954 and the attendant AEC 
respensibilities for encouraging industrial participation in the peaceful uses 
of atomic energy seems reasonably to contemplate small-business participation 
in atomic energy activities outside the areas of direct Government purchasing 
and contracting. In this connection, much research and development work re- 
mains to be done before a volume of industrial opportunities for small business 
begins to emerge. However, some areas already have begun to show some in 
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dustrial promise, such as applications of radioactive isotopes and the develop- 
ment and production of nuclear reactor components. In order to provide small- 
business concerns with some helpful information, a paper entitled “Small Busi- 
ness and the Industrial Applications of Atomic Energy’’ was prepared and sub- 
mitted to the Small Business Administration for publication in the SBA series, 
Technical Aids for Small Business Manufacturers. An earlier paper, Radioiso- 
topes and Small Business was revised and republished. Copies of these papers 
are attached. Other papers will be prepared as appropriate. 

To further assist small business to participate in the peaceful applications of 
atomic energy, a joint SBA—-AEC meeting was arranged with the Smal! Business 
Administration. The participants included the SBA management in Washing- 
ton, directors of the respective SBA regional offices, and members of the AKC 
staff. The purpose of the meeting was to provide an opportunity for SBA man- 
agement to become better acquainted with AEC program activities in the fields 
of reactor development, technical information and civilian application. Addi- 
tional activity in this area is anticipated. 

A significant new activity during the past year has been the AEC participation 
in about 24, or virtually all of the small-business opportunity meetings which 
have been sponsored throughout the country by the Sinall Business Adiministra- 
tion. Operations offices have provided speakers as requested and have arranged 
for AEC contractors to exhibit items which they are purchasing. 


COMPARISON OF FORMALLY ADVERTISED AND NEGOTIATED PROCUREMENT 


Consistent with our prior testimony before this committee, most of AEC’s 
prime contract dollars are not susceptible to formal advertising. For the most 
part, they involve term contracts for the operation and construction of AEC 
plants and laboratories, contracts for basic research with educational and non- 
profit institutions and interdepartmental contractual matters. Cost or cost-plus- 
fixed-fee contracts predominate (7S percent of the dollars in fiscal year 1957) 
and the problem is essentially one of selecting the best qualified concern avail- 
able to perform the required work. This is accomplished in accordance with 
well-established selection procedures, 

Comparison of AEC formally advertised and negotiated procurement is only 
significant in terms of fixed-price actions. Accordingly, a comparison of the 
fixed-price and cost-type dollars and a comparison of the advertised and nego- 
tiated dollars in connection with the fixed-price actions are set forth below. It 
will be noted that the percentage of negotiated fixed-price dollars has increased. 
This change is due to the rise in expenditures for electric power which amounted 
to $60 million in fiscal year 1955 and has increased to $236.8 million in fiseal 
year 1957. <A large part of the dollars for electric power involves negotiated 
contracts with private concerns and the remaining dollars are in the category 
of interdepartmental transactions, 


Fiscal year 1955 Fiscal year 1956 | Fiscal year 1957 


| 
Millions | Percent! Millions | Percent! Millions 


| 
| | 


Percent 


ype of contract | 


Fixed price $192 21.2| $384.1] 31.4 $406. 7 22.4 
Cost type 712 78.8 837.0 68. 6 1, 405, 2 77.6 
Total 904 100. 0 1, 221. 1 100. 0 1,811.9] 100.0 
Fixed price prime action awards | 
Advertised 43 22.4 54.3] 14.1 58.0 | 14.3 
Negotiated __. 57 29. 7 184. 0 47.9 207. 4 51.0 
Government schedule interdepartmental 92 47.9 145.8 38. 0 141.3 34.7 


Total 192 100. 0 384. 1 100. 0 406. 7 100. 0 
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The small-business participation in the advertised and negotiated 
fixed-price prime actions awards for fiscal year 1957 is as follows: 


Procurement statistics,’ prime fixed-price only, fiscal year 1957 


[Millions] 
Percent of total 
Amount oe 
A B C D 
Advertised: 
Small business. - -- $39.9 68.9 
Big business__- 18.0 31.1 
Total A__- 57.9 100. 0 21.8 14.2 
Negotiated: 
Small business. - -- 10. 2 4.9 
Big business__- 183. 6 88.5 
Educational institutions and other nonprofit organiza- 
tions... .. 13.6 6.6 
Total B__- 207. 4 100. 0 78.2 51.0 
Total C? 265. 3 100. 0 
Interdepartmental and Government schedule 141.3 - 34.8 
Total D 3__ 406. 6 a pis 100. 0 


1 Excludes raw material. 
2 Total A and B. 
3 Total C and interdepartmental and Government schedule. 


AEC policies on formal advertising provide that procurement by formal 
advertising, shall be followed, except where negotiation is authorized, and that 
direct AEC procurement of supplies and services by formal advertising shall 
be in strict compliance with AEC requirements. The term “formal advertis- 
ing’ as used by AEC is that method of procurement prescribed in title 10, 
chapter 1, part 5, Code of Federal Regulations, entitled “Procurement Policy.” 

AEC’s policies with respect to negotiated procurement provide that the terms, 
“negotiation and procurement without formal advertising” are used to charac- 
terize all contracting and purchasing, which is not done on the basis of ad- 
herence to all of the essential elements of formal advertising. AEC policies 
recognize that contracts may be negotiated under the exceptions which are 
permitted in connection with section 3709 of the Revised Statutes. AEC policies 
also recognize that contracts may be negotiated, pursuant to the authority 
of the Atomic Energy Act of 1954, which contains various exemptions from 
section 3709 of the Revised Statutes. In this connection, contracts may be nego- 
tiated where the action is certified by AEC to be necessary in the interest of the 
common defense and security, or upon a showing that advertising is not reason- 
ably practicable. AEC’s policies also recognize the existence of authority to 
negotiate which exists in statutes other than those mentioned above. 

Procurement by AEC cost-type contractors merits a specific comment in con- 
nection with the general subject because the terms, “formal advertising and 
negotiation” as employed in Government procurement circles are not applicable 
in a strict sense. AEC policies stipulate that procurement by cost-type con- 
tractors shall be effected by methods calculated to assure such full and free 
competition as is consistent with securing the required supplies or services. 
While exact compliance with the methods and procedures of formal advertising 
which are applicable to AEC direct procurement is not required of such con- 
tractors, these methods and procedures are to be followed to the greatest extent 
practicable in order to assure the award of business on an impartial basis. How- 
ever, the substantive provisions of AEC’s policies and procedures in this area are 
employed as a guide or standard in reviewing cost-type contractors procurement 
practices and procedures, 

From a statistical standpoint, at the subcontract level, we evaluate the extent 
to which the contractor has handled his purchasing and contracting on a com 
petitive basis. The results are fairly consistent from year to year. In general, 
small business fares as well as, or better than big business when the procurement 
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is competitive. When the procurement is noncompetitive, the small-business 
share is somewhat smaller. However, the big-business share includes items 
which are not suitable for small business. The comparative figures for fiscal 
years 1955-56 and 1957 are set forth in the table below. 


COMPETITIVE 


Fiscal year 1955 Fiscal year 1956 Fiscal year 1957 
rr Ss 
Millions} Percent,| Percent, Millions) Percent,| Percent, Millions) Percent,| Percent, 


subtotal! total subtotal| total |subtotal| total 
Small business $114 53.3 $139. 4 51.8 $149.3} 49.2) 
Big business 100 46.7 129. 8 48.2 154.0 50.8 
Subtotal 214 100. 0 64.3 269, 2 100. 0 62.5 303. 3 100.0 by. 1 


NONCOMPETITIVE 


Small business $40 33. 6 $69. 6 43. 1 $72. 5 34.5 

Big business 49 66.4 91.7 56.9 137.7 65. 5 
Subtotal 119 100. 0 35. 7 161.3 100. 0 37.5 210. 2 100.0 | 40.9 
Total 333 100.0 430. 5 100.0} 513.5 | 100. 0 


DETAILED PROCEDURES BEING FOLLOWED KELATIVE TO THE SCREENING OF PROCUREMENT 
BEFORE SOLICITATION (BOTH FORMALLY ADVERTISED AND NEGOTIATED, CLASSIFIED 
AND UNCLASSIFIED) 


AEC policy provides that the use of negotiation as a method of procurement 
does not relax the requirements for competition when supplies or services are to 
be procured by negotiation. Quotations or proposals shall be solicited from 
all such qualified sources of supplies or services as are deemed necessary by 
the contracting officer to insure such full and free competition as is consistent 
with securing the required supplies or services. Every contract, exceeding $500 
in amount and entered into without formal advertising, must be supported by a 
determination in writing which is signed by the contracting officer and which sets 
forth the circumstances upon which it is concluded that procurement without 
formal advertising is justified. 

From a procedural standpoint, the contracting officer is required to make the 
determination referred to above prior to effecting a direct AEC procurement 
by negotiation. Records of such determinations are to be prepared in the 
Inanner prescribed and become a permanent part of the contract file. The 
term “justification” means a compilation in written form of all data with respect 
to a proposed procurement upon which it has been determined that such pro- 
curement is in the best interest of the Government. Such justifications are 
required in connection with contract approval procedures. The prescribed form 
of justification requires that a statement be included which justifies the use of 
negotiation in lieu of formal advertising. 

A classified procurement is one of the several types of cases which does not 
require formal advertising since it is necessary to furnish information to 
bidders which is classified “confidential” or higher. AEC policies also provide, 
in connection with solicitation of bids, that competition shall not be limted 
to a small group of contractors for the sole reason that they have received 
previous security clearances. If information classified “confidential” or higher 
is involved, consideration is to be given to increasing the number of qualified 
contractors by having security clearances obtained for the personnel concerned 
relative to the preparation of bids. 


POLICY REGARDING SELECTION OF A BIDDERS’ LIST AND CRITERIA USED IN SELECTING 
FIRMS TO BE SOLICITED WHEN A BIDDERS’ LIST IS ROTATED 


It is the AEC policy to establish and maintain current bidders mailing lists 
in order to provide adequate protection of the Government's interest, fair treat- 
ment of prospective bidders, and to obtain full and effective competition. 
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These lists, classified by products, are intended to: 

(a) afford as broad coverage of sources of supplies and services as practicable ; 
and 

(b) include small-business concerns whenever possible. 

sy way of further amplification, all prospective bidders, regardless of size, 
who can or have established their fitness and ability to fulfill contract require- 
ments, will be placed on bidders’ mailing lists for bids. GSA Standard Form 
129, Bidders’ Mailing List Application, is used as prescribed by GSA regulations 
I-II, 206. Lists are classified by products and reviews are made as necessary 
in order to keep the lists current. Should a bidder become inactive, it is AEC's 
policy to advise the bidder in writing before removing the bidder's name from 
the list. The bidder is thus given an opportunity to express a desire to remain 
on the mailing list. Thereafter, any failure to bid is handled in accordance 
with the procedures for the removal of names from bidders’ mailing lists as 
provided by the GSA regulation. It is also AEC’s policy to place a concern 
on bidders’ mailing lists if the concern is not an ineligible contractor, disqualified 
bidder, or supplier who is otherwise debarred from entering into Government 
contracts. The names of concerns that incur such disability are removed from 
hidders’ mailing lists to the extent required by their ineligibility. 

The criteria used in selecting firms to be solicited when a bidders’ list is 
rotated provides that in the soliciting of bids, contracting officers are to mail or 
deliver invitations for bids to a representative number of prospective bidders. — It 
is the general practice to include the low bidder or proposer from the previous 
procurement action and to include the names of additional concerns sufficient to 
comply with AEC’s policy on full and free competition. 


CRITERIA USED FOR DETERMINING THOSE ITEMS SUSCEPTIBLE OF ACCOMPLISHMENT BY 
SMALL BUSINESS 


AEC’s small-business policies specifically reference the matter of suitability of 
performance by small business. A procurement is deemed to be suitable if it 
meets any of the following tests: 

1. A small-business concern has previously submitted a bid on the item con 
cerned. 

2. In the judgment of the contracting officer, the item concerned can conceiv- 
ably either be produced or supplied by a small business concern. 

3. The Small Business Administration is able to provide a qualified bidder 
which is a small business concern. 

AEC small-business policies require that procurements are to be examined to 
determine if they are suitable for performance by small-business concerns and 
maximum practicable small-business participation is to be achieved in connec- 
tion with such procurement. 

As we have indicated to you in the past, the identification of procurements 
which are suitable for small business has been provided for in the AEC program 
in order to provide a management tool which will facilitate the operation of the 
AEC small-business program. It is our hope that, after identifying items which 
are considered unsuitable for performance by small business, some of these items 
ultimately can be switched over into the suitable for small-business column. Con- 
tinuing attention is being devoted to this matter. 


POLICY RELATING TO THE USE OF SPECIFICATIONS AND FACTORS PERMITTING DEVIATIONS 
THEREFROM 


In considering the problem of specifications, it is desirable to give particular 
attention to the fact that AEC is concerned with the construction and operation 
of a variety of relatively unique industrial plants, laboratories and other facili 
ties. The latter includes a number of different types of reactors which are only 
now in the research and development stage. In order to proceed with most of 
this area of activity, it has been necessary to retain the services of numerous 
architect engineer firms. One of the primary functions of these firms has been 
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to develop the specifications and standards required and has been almost wholly 
outside the area of existing Federal specifications and standards. 

Specifications by brand name or trade name are not considered restrictive if 
followed by the words, “or equal,’ and it is clear that the specifications are 
not intended to be restrictive. Where restriction is not intended, the following 
notation shall be included in the bid invitation or request for proposals : 

“Reference to the above-named makes (brands or catalogs) is intended to be 
descriptive and not restrictive and is solely for the purpose of indicating the 
type or quality of item that will be acceptable.” 

AEC policies require that specifications shall be in such terms as to permit 
free and full competition among all potential suppliers. Restrictive specifica 
tions may be used only to meet such requirements as the following: 

(a) The Government’s need cannot reasonably be met in any other manner. 

(b) A complete justification for the restriction, reduced to writing and in- 
cluded in the contract file. 

If the results of bidding show that specifications are too restrictive, or that 
the needs of the Government can be met by a less expensive article with different 
specifications, the contracting officer is authorized to reject all bids and re- 
advertise, using revised specifications. 

AEC operations offices are required to maintain current copies of the index of 
Federal specifications and standards and the index of military specifications and 
standards and to maintain files of current copies of Federal specifications cover- 
ing all items which are purchased on a recurring basis for which specifications 
are available. It is also required that indexes and Federal specifications be 
made available to AEC cost-type contractors. 

Deviations from Federal specifications in connection with AEC direct pro 
curement may be authorized by AEC managers of operations offices or their 
representatives subject to the requirements of GSA regulations. However, 
where use of Federal specifications is required, information required by GSA 
regulations with respect to deviations must be forwarded to Washington. 


EXPERIENCE WITH QUALIFIED PRODUCTS LISTS 


AEC does not maintain an individual agency list of qualified products. Con- 
sistent with our prior testimony on this matter, Federal qualified products lists 
are distributed directly by GSA to all AEC operations offices. However, they 
have comparatively limited practicable application to AIC work at either the 
prime or subcontract level. Procedures have been developed for their use 
which are applicable to direct AEC procurement and to cost-type contractor 
procurement to the extent authorized by the contracting officer. AEC policies 
provide that solicitations of bids or proposals involving qualified products shall 
be distributed to known sources of supply and shall contain a statement as 
follows: 

“In the procurement of products requiring qualification, bids will be con- 
sidered only for such products as have been subjected to the required test and 
found satisfactory for inclusion in the Federal qualified products list. The 
uttention of suppliers is called to this requirement and manufacturers are 
urged to communicate with the office indicated and arrange to have the products 
that they propose to offer tested for qualification. Time may not permit quali- 
fication for eligibility under this invitation, but products which qualify will be 
eligible under future invitations.” 

On occasion, in the absence of a qualified product, a sample will be requested 
in the invitation for bids. In the event that a sample is not furnished in con- 
nection with the bid which is low and otherwise acceptable, AEKC’s policy 
provides that the bidder will be notified and given a reasonable time within 
which to furnish the sample. Subsequentiy, if no sample is furnished, the 
requirement may be waived, if it is in the interest of the Government. When, 
in exceptional cases, it would not be in the interest of the Government to waive 
the requirement, the low bi: may be rejected and an award made to the next low 
bidder who furnishes a sample that meets the specifications. 
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UNREALISTIC REQUIREMENTS AND UNREALISTIC DELIVERY SCHEDULES 


Here, again, it is desirable to bear in mind that AEC purchasing and con- 
tracting are associated with the construction, operation of industrial facilities, 
and the manufacturing of products rather than the programatic type of procure- 
ment which is characteristic elsewhere in Government activities. Quantities and 
delivery schedules are keyed into this program and, particularly with reference 
to the weapons program, delivery requirements are apt to be severe and as short 
as is practicable of accomplishment. 

AEC policies recognize, however, that specific requirements for earlier delivery 
than required tends to restrict competition and may result in higher prices. 
When deliveries are not required within a specific period, invitations for bids 
are to set forth the stated period of time within which delivery is desired (not 
required) and request the bidder to state in the blank sp:ce provided the time 
within which he will agree to deliver. Where delivery within a specific period 
is required, although not of major importance, invitations are to contain the 
following : 

1. A required delivery date, and 

2. A statement that delivery time will be a determining factor in awarding 
the contract. 

Unrealistic quantity requirements can result, of course, in the acquisition of 
unnecessarily large stores inventories. AEC supply management personnel at 
both operations office and Washington levels have made, and are continuing to 
make, concerted efforts to lower stores inventories and to maintain them at 
optimum levels. Regarding quality requirements, the contracting officer, as 
noted previously, is authorized to reject all bids and readvertise, if a less 
demanding specification can be employed. 


POLICY REGARDING PROGRESS PAYMENTS TO SMALL AND LARGE FIRMS 


In discussing AEC policies on progress payments, it is necessary to bear in 
mind that at the prime contract level the cost-type contractors that construct 
and operate AEC plants and facilities operate pursuant to contractual arrange- 
ments which provide for advance payments. The annual dollar volume of these 
contracts is in the order of magnitude of 78 percent of all prime contract dollar 
awards which, at this time, include 55 contractors. All fixed-price contracts for 
construction contain progress payment provisions, and AEC policies also pro- 
vide that progress payments may be provided when the scope of supply contracts 
and the period for their performance are such as to make it unreasonable to 
expect the contractor to carry the full investinent for material and labor and 
other costs of the work until final completion. In such cases the availability of 
progress payments to business concerns that request them is provided in the 
invitation for bids or request for proposals. Pursuant to the recommendation 
of the President’s Cabinet Committee on Small Business, AEC policies also pro- 
vide that a need for progress payments, apart from the question of financial 
responsibility, is not to be treated as a handicap to a small-business concern 
regarding a contract award. These policies are also applicable to the purchas- 
ing and contracting of AEC cost-type contractors. 


CALL AND OPEN-END CONTRACTS 


AEC policies provide that the contracts employed may be of any type which 
will promote the best interests of the Government and include the call, open-end 
or indefinite quantity type. This is subject to the exception that under no cir- 
cumstances will the cost-plus-a-percentage-of-cost system of contracting be used 
or allowed to be used for any prime or subcontracts. <A fixed price or cost type 
of contract is to be the first choice of the contracting officer unless he determines 
that it is impracticable to procure the required supplies or services without the 
use of some other type of contract. 

In the operation of AEC’s many manufacturing plants and laboratories, the 
eall or open-end type of contractual arrangement constitutes the optimum ap- 
proach to many procurement problems which involve annual requirements. lor 
example: the production of ore concentrates requires sulfuric acid: the chemical 
separation plants which process spent fuel elements utilize a variety of chemicals 
which include nitric acid and others. The reduction of uranium hexafluoride to 
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pure uranium employs finely ground magnesium: and various manufacturing 
processes employ gases such as nitrogen, oxygen, argon, helium, and acetylene. 
These are but a few illustrations of the items which are appropriately handled 
on this basis. 


POLICY AND EXPERIENCE WITH SOLE SOURCE PROCUREMENT 


AEC’s purchasing and contracting is handled on a sole source basis only as a 
matter of expediency. You will recall that AEC’s policy regarding competition 
requires that supplies or services are to be procured in a manner which will 
assure such full and free competition as is consistent with the requirement in- 
volved. In the event that a procurement is handled on a sole source basis, the 
contract file must contain a justification which sets forth the methods of solicita- 
tion employed, in terms of a brief summary of the request for proposals, the 
number of firms invited to submit proposals, the reasons for soliciting proposals 
from only one source, and the reasons for selection of the proposed contractor. 

Contracts may be let on a sole source basis for reasons of security, delivery 
requirements, and ability to perform some research and development work. Some 
items for plant operations are handled on a sole source basis in the interest of 
inventory and maintenance economy. This method of procurement also may be 
employed because there are literally no alternative sources; that is, no other 
qualified source is available despite unceasing efforts to introduce competition. 
Sole source procurement eliminates the advantages which accrue to the Gov- 
ernment by virtue of competition and makes the contracting officer’s job more 
difficult relative to obtaining reasonable prices. There are exceptions, of course, 
such as those referred to above regarding efficient and economic plant operation. 


BAILMENT PROCEDURES 


It is the policy of AEC to require contractors to furnish necessary materials 
and facilities, except that the Government may provide such materials and 
facilities when considered essential to meet necessary production or program 
schedules, or when otherwise considered to be in the best interests of the 
Government. 

For the purpose of cost computations in negotiated contract pricing, true 
depreciation on facilities is allowable. Any accelerated amortization of de- 
preciation which is in excess of true depreciation, regardless of whether such 
excess is included in tax amortization certificates, is not allowable as an ele- 
ment of cost in negotiated contract pricing. Where any plant or facility’s costs, 
in excess of true depreciation, are chargeable to specific contracts or subcontracts 
(either as a reimbursable cost or as an expressed element of the cost breakdown 
used to determine the unit price), the contracts or subcontracts shall either 
(1) provide for the Government to take title to all the property on payment 
of the undepreciated balance or (2) include a provision whereby the Govern- 
ment’s interests are otherwise suitably protected. 

Where a contract or subcontract is to be entered into after advertising, prop- 
erty to he furnished either by the Government or by an AEC cost-type contractor 
is set forth in the invitation for bids. At any time after a fixed-price contract 
has been entered into, whether as a result of advertising or negotiation, the con- 
tract may be amended by the parties to provide for the furnishing of Govern- 
ment property or to increase the amount to be furnished, provided the Govern- 
ment receives udequate consideration for such amendment. The Government, 
where the contractor agrees or the contract so permits, may decrease the amount 
of such property furnished or to be furnished under the contract, with equitable 
djustment in the delivery terms, price, or other contractual provisions affected 
thereby. 

Where supplies or services are procured on a cost-reimbursement basis, Goy- 
ernment property may be furnished to the contractor in accordance with the 
terms of the contract. The amount of property to be furnished by the Govern- 
ment may be increased or decreased by the Government under the terms of the 
contract or by mutual agreement of the parties. In either case, an equitable 
adjustment is made in the delivery terms or other contractual provisions af- 
fected, when appropriate. The fixed fee shall be appropriately adjusted if the 
change in the amount of property furnished by the Government has the effect 
of making a material change in the scope of work to be performed by the con- 
tractor. 
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Contracts provide that title to all property provided by the Government to 
the contractor is to remain in the Government and that title to propery acquired 
by a contractor, the cost of which is reimbursable to the contractor, vests in the 
Government at the earliest practicable time. 


STAFFING PATTERN OF THE AEC SMALL-BUSINESS PROGRAM 


AEC small-busines policies require managers of operations offices to establish 
small-business representatives in their respective offices, and also provide that 
AEC cost-type contractors are required to establish small-business representatives 
in their purchasing offices. Pursuant to this policy, managers of operations have 
generally designated a principal member of their supply or administrative divi 
sions as their small-business representative. At the cost-type contractor level 
the small-business representative is generally the principal purchasing agent. 
In Washington, AEC has established a small-business representative in the Pro- 
curement and Contracts Branch, Division of Construction and Supply, and, 
with the exception of the incumbent in Washington, small-business program 
responsibilities are part-time assignments for the individuals concerned. How 
ever, there has been considerable continuity of service on the part of the desig- 
nated individuals, and the program has benefited by the length of service of the 
principal staff members of the respective operations offices who are handling 
this assignment. 


STATISTICS REFLECTING SMALL-BUSINESS PARTICIPATION AND FIRST-TIER 
SUBCONTRACTING 


The measure of success of the AEC small-business program is considered to be 
the magnitude of the cost-type contractor subcontract dollars which go to 
small-business concerns. In the fiscal years 1951 through 1954, small-business 
participation rose from 26.7 to 45.5 percent. This level of participation was 
maintained at slightly over 45 percent during the fiscal years 1955 and 1956. 

In fiscal year 1957, small-business participation declined to a level of 39.1 
percent. However, this result was the product of a greater Dumber both of 
total subcontract dollars and of subcontract dollars to small business than in 
either fiscal years 1955 or 1956. 

Over the period of the past 7 fiscal years, AEC cost-type contractors have 
awarded a total of $1.418 billion to small business out of a total of $3.567 
billion. On this basis, small-business concerns have received 39.8 percent of all 
dollars subcontracted by AEC cost-type contractors during the 7-year period. 
On a comparative basis, the fiscal year 1957 figure of 39.1 percent is slightly 
lower than the overall 7-year average and 6.6 percent lower than the record high 
of the preceding year, fiscal year 1956. 

The fluctuation in these subcontract statistics is explained, in part, by the 
changing characteristic of the AEC program during the 7-year period. Fiscal 
year 1951 saw the beginning of an expansion in the construction of AEC plants, 
laboratories, and other facilities. In the early stages, subcontracts involved 
natters which were unsuitable for small business. Yearly expenditures were in 
the order of $1 billion per year until well into fiscal year 1955. Beginning in 
1952, the AEC small-business program was formalized and given added impetus 
and, concurrently, the suitability for small-business factor increased. 

During fiscal year 1955, expenditures for plant construction began to taper 
off rapidly and, at about the same time, a noticeable increase occurred in the 
expenditures for the construction of various reactor-development programs. By 
comparison with subcontracts for construction, which tended to be suitable for 
small business, reactor-development programs have tended to exhibit a lower 
suitability characteristic. Under these circumstances, we are focusing our at- 
tention on the subcontracting for these latter programs, in an effort to determine 
whether the downward trend of the suitability factor can be reversed. 

There is a strong possibility that, in view of the substantial reorientation 
which has taken place in the type of subcontract purchases by cost-type con- 
tractors, a new level of small-business participation is being evolved. <A bar 
chart is attached to this report which illustrates the statistics referred to above 
Summaries of AEC prime and subcontract statistics for fiscal year 1957 are also 
attached. 
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APPENDIX XXIII * 
VA ReEpoRT ON SMALL-BUSINESS PROGRAMS AND POLICIES 


VETERANS’ ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR OF VETERANS’ AFFAIRS 
Washington, D. C., August 22, 1957. 
Hon. GEORGE A. SMATHERS, 
Chairman, Subcomaitttee on Government Procurement, 
Select Committee on Small Business, 
United States Senate, Washington, D.C. 

DrEAR SENATOR SMATHERS: Reference is made to your letter of July 18, 1957. 
requesting information concerning the effectiveness of the small-business pro- 
gram within this agency during the past fiscal year. 

The scope of our program is contained in exhibit H of the hearings before the 
Select Committee on Small Business, United States Senate, S4th Congress, 2d 
session, progress report of Small Business Administration, held on April 18 and 
19, 1956. The procedures established for its successful operation are contained 
in the attached copies of Administration's Memorandum No. 4, dated Janu 
ary 31, 1956, interim issue AAA—44, dated February 8, 1957, and interim issue 
AAA-—50O, dated July 5,1957. The substantive improvements in the program over 
the past year are attributable to the revised definition of “small business” for 
purposes of Government procurement. New programs consist of the assignment 
of an employee to the task force for review of Government procurement policies 
and procedures to advise and assist in developing new procedures and pro- 
grams. The following statistical summary shows the results accomplished dur- 
ing the past fiscal year: 





SUPPLY 
GD SG aes swe $130, 438, 474 
Awarded to small business in competitive bidding . 69, 783, 6 
Awarded to other than small business___- as solani 60, 654, ! 


CONSTRUCTION 


ee a oss oe Se wns ; ph teenies auwse 925, 918, 206 
Awarded to small business in competitive bidding . 16, 561, 549 
Awarded to other than small business__-_-_~- : 2,351, 747 

The following information refers to the numbered subparagraphs of your 
letter : 

1. Procurements of supplies and equipment in excess of $5,000 are screened to 
determine whether they can be supplied by a smail-business concern. If it is 
determined that a small-business concern can supply it, a total set-aside is estab 
lished and the resident Small Business Administration representative concurs 
on SBA Form 70: Joint Set-Aside for Small Business. If there is any question 
as to adequate facilities of the small-business concern, the matter is jointly 
determined with the Small Business Administration representative. With refer- 
ence to construction contracts, it is not considered necessary to do any screening 
before solicitation of bids, since substantially all contractors performing our 
construction work are in the small-business category. 

2. On supplies and equipment, the supervising purchasing agent reviews the 
eurrent VA bidders’ list for not less than three prospective small-business con- 
cerns who are qualified to perform the contract with reasonable assurance that 
competition will be secured at fair market prices. Supplemental list of bidders 
may be suggested by the Small Business Administration representative. No 
criteria is necessary for items involved in construction contracts, since sub- 
stantially all of this tvpe of work is done by small-business concerns. 

3. On supplies and equipment, all qualified small-business concerns that are on 
the bidders’ list reflected by SF-129: Bidder’s Mailing List Application, are 
solicited. On construction contracts, the VA master bidders’ list is composed 
of prospective bidders selected from lists of general construction contractors and 
various mechanical contractors furnished this Office by the Associated General 


Contractors of America, various chambers of commerce, and builders’ exchanges 
throughout the country, and also from applications from individual firms request- 
ing that they be placed on bidders’ lists for specific types of work. All bidders 


are placed in the list according to their stated experience and qualifications in 
type of work categories 


See p. 358 
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4. On supplies and equipment, the bidders’ list is comparatively small and it 
is not necessary to select firms by rotation. On construction work, firms are 
selected from the bidders’ list according to their work-category classifications 
and according to their geographical proximity to the project site. Also, any 
prospective bidder who qualifies himself as to the work category involved on 
a project agrees to bid as a prime contractor, direct to the VA thereon, is fur- 
nished bidding documents, upon request, regardless of his geographical location. 

5. On supplies and equipment, except for certain brand-name items spe- 
cifically requested by using services, all purchasing is done by formal advertising. 
Services, such as motion-picture films, are negotiated. On construction con- 
tracts, all construction projects are formally advertised by mailing invitations 
for bids to prospective bidders on the list and to builders exchanges, chambers 
of commerce, ete. All service contracts with architect-engineers for prepara- 
tion and issue of bidding documents for construction of VA hospitals and with 
civil engineers for subsurface investigations are negotiated with firms in the 
geographical proximity of the project. 

6. Applicable Federal specifications are used unless administratively de- 
termined to be unsuitable. Contracting officers determine that specifications 
are not unduly restrictive and, if found to be unduly restrictive, the contracting 
officer will request a satisfactory justification prior to initiating purchase action. 
Deviations are authorized from Federal specifications when they are inadequate 
to permit the acquisition of essential needs. Deviations are authorized only 
upon sufficiency of justification which can be fully substantiated if a postaudit is 
required. 

7. Unrealistic requirements and delivery schedules are avoided at all times. 
VA requirements are closely realistic; most items are purchased two or more 
times per year, depending upon the particular item. Delivery schedules are 
kept as realistic as possible, consistent with the nature of the item. 

8. Progress payments to small and large firms are facilitated and accelerated. 
The following clause is included in VA invitations to bid; “The need for progress 
or partial payments as elsewhere provided for in this invitation to bid will not 
be a handicap to a bidder in obtaining an award.” 

9. Call and open-end contracts are established for items which are not suit- 
able for depot handling, and on which requirements are irregular and not sus- 
ceptible to planned requirements. All construction contracts entered into by 
the VA are lump-sum contracts. Some few such contracts contain unit price 
recovery conditions for overages when extent of work cannot be exactly de- 
termined. 

10. When, in the acquisition of supplies and equipment, “sole source” is 
known to be a fact, purchase is made by negotiation. There is no “sole source” 
procurement in construction contracts. 

11. The VA has no occasion to use bailment procedures in the legal sense. 
We assume, however, that by your use of the phrase you are inquiring as to 
our procedures to protect the interests of the Government in instances of ad- 
vance payments to contractors. To date, no advance payments have been re- 
quested within our authority to make them, and no procedures have been 
established to protect such advances. Should the occasion arise, the VA would 
follow the procedures established by GSA for their own use. 

12. In the procurement of supplies and equipment, the only experience with 
single-source procurement has been almost exclusively in the field of drug items. 
In construction contracts there has been no experience with single-source 
procedures. 

13. The qualified products lists do not usually cover items of supplies and 
equipment generally required by the VA. The maintenance of a qualified prod- 
ucts list is not considered good practice toward good competitive bidding in 
construction contracts, 

14. Existing personnel are assigned to perform the small-business functions 
as a part of their regularly assigned duties. No personnel problems exist. 

15. There are no statistics reflecting small-business participation in first-tier 
subcontracting on supplies and equipment since all of our procurement of items 
of this nature are from prime contractors. This holds true for construction 
contracting since the nature of the work involved in VA construction contracts 
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requires that the prime contractor perform the necessary subcontracting which 
may, of course, be to a small-business subcontractor. 
Sincerely yours, 
H. V. Hieiey, Administrator. 


VETERANS’ ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D. C., January 31, 1956. 
Memorandum No. 4. 


SET-ASIDE PROGRAM TO ASSURE SMALL BUSINESS A FAIR SHARE OF VA PURCHASES 
PURSUANT TO SMALL BUSINESS ACT OF 1953 (TITLE II, PUBLIC LAW 163, 83D CONG., 
AS AMENDED) 


1. The Small Business Administration and the Veterans’ Administration have 
agreed to conduct a set-aside program whereby certain centralized purchase 
requirements of the Veterans’ Administration which have not historically been 
furnished by small business, shall be set aside for purchase from small-business 
concerns provided that the estimated delivered cost thereof shall be $5,000 or in 
excess thereof. 

2. A small-business concern is one which meets the criteria established therefor 
by the Small Business Administration. 

3. A set-aside shall consist of a written agreement between a Veterans’ 
Administration contracting officer and the Small Business Administration rep- 
resentative that an entire requirement or a specific portion thereof shall be set 
aside for award to small-business concerns. Each individual purchase require- 
ment covered by this agreement shall be subject to an individual joint 
determination. 

4. The following criteria shall be applied by the Veterans’ Administration inv 
arriving at a joint determination: 

a. One hundred percent (total) set aside: A requirement shall be subject 
to 100 percent set-aside when not less than 25 percent nor less than 3 pro- 
spective bidders on the current Veterans’ Administration bidders’ list shall 
be qualified as small-business concerns capable of supplying the total purchase 
requirements, and there is reasonable assurance that competition will be secured 
at fair market prices. For total set-aside the requirement will be advertised 
and awarded in competition limited to small-business concerns, or negotiated, 
if otherwise authorized for negotiation. 

b. Less than 100 percent (partial) set-aside: A requirement shall be subject 
to partial set-aside when not less than 25 percent nor less than 3 prospective 
bidders on the current Veterans’ Administration bidders’ list shall be qualified 
as small-business concerns capable of supplying a significant portion (not less 
than 25 percent) of the total purchase requirement. 

In partial set-aside the unrestricted portion will be advertised and awarded 
in open competition subject to Revised Statutes 3709, and the set-aside portion 
shall be subsequently purchased from small business by negotiation at a unit 
price not in excess of the price paid for the unrestricted portion. 

5. The Small Business Administration may recommend to the Veterans’ 
Administration additional firms for possible inclusion on the Veterans’ Admin- 
istration bidders’ list. The Veterans’ Administration shall determine that these 
fitms are qualified and desire to compete for supply of its requirements, and. 
if so, add these firms to its bidders’ list for future requirements. 

6. Small businesses who might otherwise be awarded a contract will not 
be disqualified for capacity or credit without affording Small Business Admin- 
istration an opportunity to process a certificate of competency. 

H. V. Hietey, Administrator. 


VETERANS’ ADMINISTRATION, 
Washington, D. C., February 8, 1957. 


INTERIM ISSUE (AAA~—44) 


A. Basic administrative issue affected—VA Manual, MP-2, part II, and 
appendix A. 

B. Other issues affected —VA Manual, MP-3, part IV. 

C. Reason for issue—To direct attention to the revised definition of small 
business as prescribed by the Small Business Administrator, to prescribe a 
revised form of small-business representation and to provide an excerpt of the 
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related Small Business Administration regulation (see attachment). The new 
definition and related procedure provides a greater measure of equity and flexi- 
bility than the previous definition by adding to the 500 employees definition, 
a procedure under which concerns with more than 500 employees may be quali- 
fied by Small Business Administration as small business, and concerns with 
less than 500 employees may be determined by Small Business Administration 
not to qualify as small business. It also recognizes the factor of dominance 
in industry and defines, among other things, the terms “not dominant in its 
field of operation” and “affiliates.” 

D. Tert of interim issue—1, Standard Forms 33, 21, and 114 are revised by 
deleting the form of small-business representation therein contained and sub- 
stiluing the representation set forth below. Pending issuance of forms re- 
flecting this change, the representation now appearing on those forms shall be 
stricken out and language substantially as follows appropriately included in 
the invitation or bid: 

Lidder represents that () he is, ] is not, a small-business concern. (For 
this purpose, a small-business concern is one which (1) is not dominant in its 
field of operation and, with its affiliates, employs fewer than 500 employees, 
or (2) is certified as a small-business concern by the Small Business Adininis- 
tration. See Code of Federal Regulations, title 13, chapter II, part 103 (21 
F. R. 9709), which contains the detailed definition and related procedures). In 
connection with supply contracts, if bidder is a nonmanufacturer, he also repre- 
sents that the products to be furnished hereunder (_] will, —) will not, be pro- 
duced by a small-business concern. 

In construction and construction-related nonpersonal service contracts, omit 
the last sentence of the above. 

2. In the interest of uniformity all other forms of invitations for bids and 
requests for proposals should be modified as set forth herein. 

3. The provisions of this interim issue are effective immediately with respect 
to all invitations for bids and requests for proposals. 

JoHN S. PATTERSON, 
Deputy Administrator. 


DEFINITION OF SMALL BUSINESS FOR PURPOSES OF GOVERNMENT PROCUREMENT 


(Excerpts from Small Business Administration regulation published in Federal 
Register, December 7, 1956, 21 F. R. 9709) 


TirLeE 13—BuSINeESsS CREDIT AND ASSISTANCE 
Cnaprer II—SMALL BUSINESS ADMINISTRATION 


Parr 1083—SMALL BusINess Srze STANDARDS 


~ * * * * * * 
The following regulations are hereby adopted and are to be effective on January 
1, 1957. 
w * % £ * + e 


§ 103.1 Purpose. This part establishes criteria and procedures to define and 
determine which concerns are “small business concerns” within the meaning of 
the Small Business Act of 1953, as amended (hereinafter referred to as the 
act’). 

§ 103.2 Definition of terms. 

(a) “SBA” means the Small Business Administration. 

(b) “Annual dollar volume, annual sales and annual receipts” means the 
annual dollar volume, annual sales and annual receipts of a concern and its 
affiliates during its most recently completed fiscal year. 

(c) “Number of employees,” as used in the act or referred to herein in con- 
nection with the determination of small business status, except as SBA otherwise 
determines in a particular industry or part thereof, means the quarterly employ- 
ment of the concern in question and its affiliates based (1) on the average number 
of employees reported for the preceding four quarters to the United States 
Treasury Department under the Old Age and Survivors Insurance Program; 
or (2) the number of employees as of the most recent quarterly report, whichever 
more correctly reflects the size of the concern in question. If a concern has not 
heen in existence for a sufficient length of time to have made a quarterly renort 
“Number of Employees” means the average monthly employment of such concern 
and its affiliates during the peried such concern has been in existence. 
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(d) A concern is “not dominant in its field of operation” when it does not 
exercise a controlling or major influence in an area of business activity. In 
determining whether dominance exists, consideration shall be given to all 
appropriate factors including volume of business, number of employees, financial 
resources, competitive status or position, ownership or control of materials, 
processes, patents and license agreements, sales territory and busines activity, 

(e) “Affiliates”: Business concerns are affiliates of each other when either 
directly or indirectly (1) one concern controls or has the power to control the 
other, or (2) a third party controls or has the power to control both. In deter- 
mining whether concerns are independently owned and operated and whether 
or not affiliation exists, consideration shall be given to all appropriate factors 
including common ownership, common management and contractual relationships, 

(f) “Small Business Certificate’ means a certificate issued by SBA pursuant 
to the authority contained in sections 203 and 212 of the act certifying that the 
holder of the certificate is a small business concern for the purpose of Govern- 
ment procurement and in accordance with the terms of the certificate. 

(z) “Certificate of Competency” means a certificate issued by SBA pursuant 
to the authority contained in section 212 (d) of the act stating that the holder of 
the certificate is competent as to capacity and credit, to perform a specific Govern- 
ment procurement contract. 

§ 103.3 Determination of small business for Government procurement—(a) 
General definition. A small business concern for the purpose of Government 
procurement is a concern that (1) is not dominant in its field of operation and, 
with its affiliates, employs fewer than 500 employees, or (2) is certified as a 
small bvsiness concern by SBA. 

(b) Status of non-manufacturer. Anyone who submits bids or offers in his own 
name, but who proposes to furnish a product not manufactured by said bidder or 
offerer is deemed to be a small business concern when (1) he is a small business 
concern within the meaning of paragraph (a) of this section, and (2) he is a 
regular dealer as defined in the Walsh-Healey Public Contracts Act, and (3) in 
the case of a Government procurement reserved for or involving preferential treat- 
ment of small businesses or one involving equal bids, such non-manufacturer 
shall, in order to qualify as small business, furnish the product of a small business 
manufacturer or producer in the performance of the contract. 

(c) Status through certification. Any business concern may apply to the 
Regional or Branch Office of SBA nearest to such concern’s principal place of busi- 
ness for a Small Business Certificate. If the applicant, together with all its 
affiliates, is not dominant and is otherwise determined to be a small business in its 
field of operation, even though it has in excess of 500 employees, a certificate will 
be issued certifying that the applicant is a small business concern within the 
meaning of the act. The holder of such a certificate will then qualify, subject to 
the terms of the certificate, as a small business concern for Government procure- 
ment purposes. If the applicant is dominant, even though together with all its 
affiliates it employs fewer than 500 persons, the application for a certificate shall 
be denied. 

(d) Status through representation. In the submission of a bid or proposal on 
a Government procurement, a concern which meets the criteria of paragraphs 
(a) or (b) of this section, and which has not previously been denied small busi- 
ness status by SBA, may represent that it is a small business. In the absence of 
a written protest, such concern shall be deemed to be a small business for the 
purpose of the specific Government procurement involved. 


* a ‘ * * * * 


§ 103.5 Protest of small business status. (a) A bidder or offerer may, prior 
to award, question the small business status of the apparently successful bidder 
or offerer by sending a written protest to the contracting offi‘er and to the SBA 
Regional Office for the region in which the apparently successful bidder or offerer 
has its principal place of business. Such protest shall contain a statement of the 
basis for the protest and available supporting facts. SBA will promptly notify 
the contracting officer of the date such protest was received and will advise the 
bidder in question that its size status is under review. 





By 





r 
Tr 


er 
he 
fy 
he 


SMALL BUSINESS PROCUREMENT PROGRAM 539 


(b) The contracting officer in a specific Government procurement may, prior to 
award, question the small business status of the apparently successful bidder or 
offerer by sending a written notice to the SBA Regional Office for the region in 
which the bidder or offerer has its principal place of business. Such notice shall 
contain a statement of the basis for such notice and available supporting facts. 
SBA will promptly notify the contracting officer of the date such notice was re- 
ceived and will advise the bidder in question that its size status is under review. 

(c) The SBA will as soon as possible and within not more than 10 working 
days after receipt of a protest or notice investigate and determine the small busi- 
ness status of the concern and notify the contracting officer and the concern of 
its decision. 

§ 103.6 Appeals. (a) Any concern which has been denied small business 
status by SBA may file an appeal with the Regional Office which issued the 
denial. The appeal must be in writing, signed by the applicant, and shall contain 
the basis therefor together with any new supporting facts. The Regional 
Director shall forward the appeal, together with his comments and appropriate 
files, to the Chairman, Size Standards Committee, Small Business Administration, 
Washington 25, D. C. 

(b) The filing of an appeal shall not extend or in any other way modify the 
time limit for determinations as set forth in § 103.5 (c). 

Dated : November 30, 1956. 

WENDELL B. BARNES, Administrator. 


VETERANS’ ADMINISTRATION, 
Washington, D. C., July 5, 1957. 


INTERIM ISSUE (AAA-50) 


A. Basic Administrative Issue Affected.—Interim Issue AAA—44, dated Febru- 
ary 8, 1957, VA Manual, MP-2, Part II, and Appendix A. 

B. Other Issues Affected—VA Manual, MP-3, Part IV. 

C. Reason for Issue.—To revise the definition of small business as set forth 
in interim issue AAA-—44, dated February 8, 1957. 

D. Text of Interim Issue: 

1. Based upon revisions in the definitions of small business as issued by the 
Administrator, Small Business Administration, the following revised definition 
shall be substituted for that provided in paragraph D. 1. of Interim Issue AAA-— 
44: 

Bidder represents that he [ ] is, [ ] is not, a small business concern. (For 
this purpose, a small business concern is one which (1) is not dominant in its 
field of operation and, with its affiliates, employs fewer than 500 employees, or 
(2) is certified as a small business concern by the Small Business Administration. 
See Code of Federal Regulations, Title 18, Chapter II, Part 103, 21 Fed. Reg. 
9700, 22 Fed. Reg. 2121, 22 Fed. Reg. 2758, and 22 Fed. Reg. 3314, which con- 
tain the detailed definition and related procedures.) In connection with supply 
contracts, if the bidder is not the manufacturer of the supplies bid upon, he 
also represents that the products to be furnished hereunder [ ] will, [ ] will 
not, be manufactured or produced in the United States, its territories, or pos- 
sessions by a small business concern. 

2. The “Definition of Small Business for Purposes of Government Procurement” 
provided for the information of contracting officers as an attachment to Interim 
Issue AAA-44 will be revised as follows: 

a. Delete subsection 103.2 (¢) in its entirety and substitute the following 
in lieu thereof: 

“(c) ‘Number of Employees,’ except as SBA otherwise determines in a par- 
ticular industry or part thereof, means the average employment of any concern 
and its affiliates based on the number of persons employed during the pay period 
ending nearest the 15th of the third month in each calendar quarter for the pre- 
ceding four quarters. Ifa concern has not been in existence for four full calendar 
quarters, ‘Number of Employees’ means the average employment of such con- 
cern and its affiliates during the period such concern has been in existence based 
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on the number of persons employed during the pay period ending nearest the 15th 
of each month.” 

b. Delete subsection 103.3 (b) in its entirety and substitute the following in 
lieu thereof : 

“(b) Status of Non-Manufacturer.—Anyone who submits bids or offers in his 
own name, except for construction or service-type contracts, but who proposes 
to furnish a product not manufactured by said bidder or offerer, is deemed to be 
a small business concern when— 

(1) he is a small business concern within the meaning of subsection 103.5 
(a) above, and 

(2) he is a regular dealer as defined by the regulations promulgated by 
the Secretary of Labor (41 C. F. R. 201, as amended) pursuant to the Walsh- 
Healey Public Contracts Act, and 

(3) in the case of Government procurement reserved for or involving 
the preferential treatment of small businesses or one involving equal bids, 
such non-manufacturer shall furnish in the performance of the contract the 
products of a small business manufacturer or producer which products are 
manufactured or produced in the United States or its territories or pos- 
sessions.” 

ec. Delete subsection 103.3 (c) in its entirety and substitute the following 
in lieu thereof : 

“(c) Status Through Certification. Any business concern may apply to the 
Regional or Branch Office of SBA nearest to such concern’s principal place of 
business for a Small Business Certificate. In certain industries or fields of 
operation as determined by SBA, if the applicant, together with all its affiliates, 
is not dominant and is otherwise determined to be a small business in its in- 
dustry or field of operation, even though it has in excess of 500 employees, a 
certificate may be issued certifying that the applicant is a small business con- 
cern within the meaning of the Act. The holder of such a certificate will then 
qualify, subject to the terms of the certificate, as a small business concern for 
Government Procurement purposes. If the applicant is dominant, even though 
together with all its affiliates it employs fewer than 500 persons, the application 
for a certificate shall be denied. Whenever a Small Business Certificate is issued, 
the industry or field of operation of the concern which received such certificate 
shall be published in Schedule B hereof.” 

d. Add Schedule B as a part of the Small Business Size Standards as follows: 


SCHEDULE B—INDUSTRIES AND FIELDS OF OPERATION IN WHICH THE SMALL BUSINESS 
ADMINISTRATION HAS ISSUED SMALL BUSINESS CERTIFICATES PURSUANT TO SECTION 
103.3 (C) 

Industry or field of operation 

Petroleum refining 

Electronics manufacturing 

Aircraft parts and assemblies (specified classes) 

Cotton broad woven fabrics 

Motor-vehicle parts and assemblies (specified classes) 


OU ye 99 NS 


6. Rubber footwear including rubber-soled canvas shoes 
7. Tires and inner tubes 

8. Trucks, heavy duty off-the-road 

9. Steel pipes and tubes 


10. Steel wire (high carbon) 
11. Wire rope and galvanized strand 


(e) Delete subsection 103.6 in its entirety and substitute the following in lieu 
thereof : 

“103.6 Appeals. (a) Any concern which has been denied small business status 
by SBA may file an appeal within 45 days from the date of receipt of the denial 
letter with the same regional office with which it filed an application for such 
status. The appeal must be in writing, signed by the applicant, or its repre- 
sentative, and shall contain the basis therefor together with any new supporting 


facts. The regional director shall forward the appeal, together with his com- — 


ments and appropriate files to the Administrator, Small Business Administration, 
Washington 25, D. C. 
“(b) The filing of an appeal shall not extend or in any other way modify the 
time limits for determinations as set forth in subsection 103.5 (¢).” 
3. The above revisions are effective immediately upon receipt of this interim 
issue. 
JOHN S. PATTERSON, 
Deputy Administrator. 


7 


3S 
IN 


leu 


tus 
ial 
ach 
yre- 


ing | 


Oni- 
ion, 


the 


rim 


SMALL BUSINESS PROCUREMENT PROGRAM 541 


APPENDIX XXIV ‘* 
GSA Report oN SMALL BUSINESS PROGRAMS AND POLICIES 


GENERAL SERVICES ADMINISTRATION, 
Washington, D. C., August 23, 1957. 
Hon. GEORGE A. SMATHERS, 
Chairman, Subcommittee on Government Procurement, Select Committee 
on Small Business, United States Senate, Washington, D. C. 


DEAR Mr. CrrarRMAN: Your letter of July 18, 1957.7 asked for a report on the 
small business program and procurement policies of this agency. The informa- 
tion required is contained in five attachments. 

Sincerely yours, 
FRANKLIN G. FLogete, Administrator. 


ATTACHMENT I 
SCOPE OF THE SMALL-BUSINESS PROGRAM 


Three of the constituent services of GSA are directly concerned with the prob- 
lem of small-business participation in their activities: The Federal Supply 
Service, which procures and supplies common-use items to Government agencies 
through its stores depots, through Federal supply schedule term contracts, and 
other types of purchases; the Defense Materials Service, which buys and stocks 
strategic materials for the national stockpile and related defense programs, and 
is responsible for the national industrial equipment reserve and machine tool 
expansion program; and the Public Buildings Service, which carries on the 
public buildings construction, improvement, and repair program. 

GSA’s efforts to assist small-business concerns during fiscal year 1957 are 
evidenced in the fact that of the agency’s purchases in excess of $25, 53 percent 
of the dollar volume and 74 percent of the actions were awarded to the small 
firms. (Details of the fiscal year 1957 figures are contained in attachment II.) 

One of the more significant ways in which GSA has been aiding business in 
veneral, and small business in particular, is through its 13 business service centers 
located principally at the headquarters of our regional offices. These business 
service centers assist the businessman in his endeavors to participate in Govern- 
ment contract work by providing information, advice, and various services (such 
as making available to him copies of bidding documents, specifications, and 
specific procurement regulations ) 

Typical of the assistance and information provided by these centers were 

1. Advice concerning Federal procurement and disposal policies and 
practices, 

2. Information about, and ready access to, current bidding documents, 
specifications, contract terms and conditions, contract award information, 
and names and locations of Government procurement officials having 
responsibilty for requirements and contracting. 

3. Guidance concerning methods by which new and improved products may 
be introduced into the Government supply system. 

During the year under review, approximately 368,000 copies of specifications 
were furnished by the Service Centers, of which 89,000 were issued free of charge 
to assist firms in bidding, and 279,000 were sold to firms and individuals at 
nominal cost. 

GSA’s efforts to encourage the maximum participation of small business in its 
procurement and disposal activities were likewise represented by its participa- 
tion in 24 small-business opportunity clinics held throughout the country by the 
Small Business Administration in coopertation with local chambers of commerce 
and similar organizations, and in two other procurement clinics attended pre- 
dominantly by small-business firms. Through these meetings, GSA’s business 
service center programs were extended to large groups of businessmen, estimated 
at a total of approximately 82,000. At all of these meetings, businessmen were 
made aware of Government contract and subcontract opportunities, and advised 
generally on the problems involved in doing business with the Government. 
Senior purchasing officials and trained business service center personnel, as well 
as individuals from the GSA central office, participated in these clinics in order 
to assure the maximum assistance to those businessmen in attendance. 

Additional aspects of the GSA small-business program are included under the 
appropriate attachments. 


1 See exhibit 48, p. 558. 
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ATTACHMENT II 


GENERAL DESCRIPTION OF PROCEDURES FOR AIDING SMALL BUSINESS 


In the following paragraphs are described the principal techniques by which 
GSA tries to increase small business participation in procurement and disposal 
activities. 


SYNOPSIS OF UNITED STATES GOVERNMENT PROPOSED PROCUREMENT, SALES, AND 
CONTRACT AWARDS 


Procurement, sales, and contract awards information is regularly submitted 
by GSA for inclusion in this daily publication of the Department of Commerce. 
Only those procurements of less than $1,000 or those for which the period between 
announcement and bid opening is less than 10 days are not included. 


SMALL BUSINESS PREFERENCES 


A GSA governmentwide regulation provides that when two or more equal 
low bids are received, award is made to the equal low bidder having the highest 
priority, considering, among other factors, the small-business status of the 
bidders. 

SET-ASIDES 


A significant technique for aiding small business is the set-aside of procure- 
ments exclusively for competition among small firms. This is more completely 
described in attachment No. V, the material on topics 1 through 5 containing 
the salient details. It is to be noted that procurements set aside for the exclusive 
competition of small-business firms amounted to approximately $19 million 
during fiscal year 1957. representing an increase of approximately 815 percent 
over the amount set aside for small business in fiscal year 1956. In set-asides 
for surplus labor areas, there is also a priority for small business in those areas. 


REHABILITATION OF DISASTER-STRICKEN AREAS 


GSA, in cooperation with the Federal Civil Defense Administration and 
other agencies, provides surplus Government property to disaster-stricken States 
which sell the property on a nonprofit basis to small-business concerns in need 
of rehabilitation. 

QUANTITY ALLOTTING 


In order to make it physically possible for small-business firms to participate 
in even our largest procurements, GSA-prescribed standard bidding terms per- 
mits submission of bids for quantities less than the total requirement. Like- 
wise, with resnect to disposal contracts, we have issued a governmentwide 
regulation providing, to the extent practicable, that the property offered for 
sale shall be assembled into reasonably sized lots of like or similar categories 
of items. The same principle holds true in disposing of real estate with large 
acreage. 

SPECIFICATIONS 


It is GSA’s policy to develop specifications in accordance with industry stand- 
ards where feasible, so that the small-business man will be better able to sell to 
the Government that which he normally produces for private commerce. 


CONSTRUCTION AND REPAIR 


There has been initiated in the regional offices a program to stimulate the in- 
creased participation of small-business firms in our contracting for construction 
and repair. Included among the methods employed to assist them in partici- 
pating in construction work are: Actively seeking new small contractors listed 
in building directories and guides, contractors association rosters, and city direc- 
tories; making bidding documents accessible to all contractors, whether or not 
they are on the bidders’ lists; furnishing copies of project plans and specifications 
to contractor associations and plans bureaus for use of contractors and suppliers. 
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ATTACHMENT III 


SURSTANTIVE IMPROVEMENTS AND NEW PROGRAMS 


J. An organized small-business program 


In the past, small-business matters have been handled in GSA by referring 
them to the particular service or staff activity most concerned with the problem. 
While this has worked reasonably well, it has not allowed us to take full advan- 
tage of the opportunities for a more effective program which could result from 
a coordinated approach to the small-business problem. 

Accordingly, there has been established a Small Business Branch in our new 
Procurement and Business Services Division in the Office of the Administrator. 
We now have, for the first time, an organization specifically responsible for see- 
ing that our programs and operations reflect the interests of small business, 
and which will now provide the necessary means of coordinating small-business 
iInatters in the various operating activities of the agency. The establishment of 
this Division will permit taking advantage of the opportunities for more effec- 
tive assistance to business in general, and small business in particular, through 
the development of an integrated approach to the problems involved in rendering 
such assistance, and through agencywide coordination of effort. The new organ- 
ization, working with the GSA services and other agency personnel, can also be 
an effective instrument for aiding SBA in putting into effect on a government- 
wide basis those policies and procedures designed to foster small business as a 
healthy segment in the economy. By yearend an overall small-business program 
for the agency had been drafted and was undergoing further development. 


, 


in intensified business information and assistance program 

The new Procurement and Business Services Division includes among its 
responsibilities the providing of centralized direction and impetus to the previ- 
ously established business service centers. In developing, coordinating, and 
administering policies, plans, and procedures for the centers, as well as provid- 
ing uniform standards and operating guides, this Division will be in a position to 
assure that the service centers are properly responsive to the particular needs 
of small business. 

Included in the new and intensified program for the business service centers 
are policies to broaden the advisory and information services they render. They 
ire particularly designed to aid the businessman not equipped with an organi- 
zation especially geared to participate in Government procurement and disposal 
activities. 

3. The Task Force for Reriew of Government Procurement Policies and Pro- 
cedures 

The task force was established in October 1956 by the Administrator of Gen- 
eral Services, in response to a directive of the President of September 26, 1956. 
In that letter, the President directed that the Administrator take the lead in 
planning and conducting, in cooperation with the principal Government procur- 
ing agencies, both military and civilian, a comprehensive review of Federal 
procurement policies and procedures, including the legislation pertaining thereto. 
The directive of the President was in response to a recommendation made to 
him in August 1956 by his Cabinet Committee on Small Business which believed 
that the elimination from Federal procurement practices of needless inconsist- 
encies, complexities, and inequities would facilitate and extend the participation 
of small businesses in Government procurement activities. 

\ primary objective of the task force is to identify problems which make it 
dificult for businesses, particularly small businesses, to participate in Govern- 
ment contract work. A secondary objective is to recommend and to the extent 
that its facilities will permit, develop a basis for necessary remedial action. In 
this effort, the task force considers problems as described by businessmen, asso- 
ciations, Government agencies, congressional documents, and prior studies. 

Among the significant actions already completed by the task force are those 
relating to the issuance of a governmentwide regulation facilitating the making 
of progress payments, the elimination of the special certification (concerning 
entitlement to payment) in invoices submitted under Government contracts, the 
issuance by the Comptroller General of an instruction cautioning against Gov- 
ernment deduction of unearned prompt payment discounts, and a submission of 











544 SMALL BUSINESS PROCUREMENT PROGRAM 


draft legislation to the Bureau of the Budget to facilitate small-business partic- 
ipation in Government contract work. 

The proposed legislation seeks, among other things, to effectuate the following : 

(a) Provide greater uniformity in Government procurement and greater flexi- 
bility to help small business by extending through delegation the procurement 
procedures of title III of the Federal Property and Administrative Services 
Act of 1949 to all civilian executive agencies ; 

(b) Permit the making of progress and advance payments on Government 
contracts to small business concerns with the minimum of burdensome and 
expensive administrative procedures ; 

(c) Remove certain obstacles limiting effective standardization and codifica- 
tion of contracting procedures of civilian executive agencies : 

(d) Reflect the original legislative intendment, in the light of changes in 
economic conditions, of certain statutes regulating the performance of Govern- 
ment contracts; and 

(e) Promote the placement of contracts with small-business concerns. 

Extensive work has been accomplished in many areas of procurement activity, 
including a proposed codification of Government procurement manuals, issuance 
of short construction contract forms involving small dollar amounts, and pro- 
posed governmentwide regulations with respect to preferences in procurement, 
brand name or equal buying, and late bid procedures. 

Some of the problems still under study include consolidated bidders’ mailing 
lists; revision of construction contract forms; Government-sponsored research 
and development contracting; revision of supply contract forms and clauses; 
packing, marking, and packaging specifications; advance payments; specifica- 
tions availability; and development of a uniform suspension of work clause in 
construction contracts. 
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ATTACHMENT V 
COMMENTS ON SPECIFIC ELEMENTS OF PROCUREMENT POLICY 


Topic No. 1: “Detailed procedure being followed relative to screening procure- 
ments before solicitation (both formally advertised and negotiated, classi- 
fied and unclassified ).” 

Except where completely impractical, due to the nature of the procurement, 
Small Business Administration representatives are afforded an opportunity to 
screen procurements involving an estimated amount of $5,000 or more to deter- 
mine those suitable for total or partial set-asides for small business. This is done 
before issuance of invitations for bids or requests for proposals. 

When the contracting officer concurs in the Small Business Administration 
representative’s recommendation to set aside all or a portion of a requirement 
for exclusive procurement from small-business concerns, the agreement stipulat- 
ing the quantity set aside is documented on GSA Form 1304, SBA-GSA joint 
determination. The contracting officer then proceeds with the procurement using 
the technique outlined under item 2 of topic No. 5. 

The screening process is applied whether or not the requirement would be 
handled by advertising or negotiation. Very few requirements cover classified 
procurements. 

Preliminary information for fiscal year 1957 indicates that of the set-asides 
proposed by the Small Business Administration approximately 96 percent were 
accepted by GSA. 


Topic No. 2: “Criteria used for determining those items susceptible of accom- 
piishment by small business” 

Proposed procurements are considered suitable for placement with small-busi- 
ness concerns in whole or in part when the item or service involved is one which 
it is believed that small-business concerns presently : 

(a) Are technically competent to produce or furnish. 

(b) Have adequate available facilities and open capacity to produce or furnish, 

(c) Can produce or furnish at competitive prices (quantity and delivery factors 
considered), 

(d) Are capable of meeting the required delivery schedule, and 

(e) Are able to produce or furnish without overtaxing their financial and tech- 
nical resources, consideration being given to the availability of progress payments. 
(See topic No. 8.) 

In general, procurements are considered suitable for placement with small 
business concerns in whole or in part unless there is a compelling reason pre- 
cluding their being encouraged and assisted to participate therein. In some cases, 
such as procurements of primary aluminum, copper, lead, and zine, there may be 
no small producers. However, when such materials are in plentiful supply, 
small dealers may be able to make offers. 

Practically all of the services contracted for in connection with the strategic 
and critical materials program are provided by small business. Likewise, a num- 
ber of the materials purchased for this program are produced by industries in 
which many of the firms are small business. 

Topic No. 3: “Policy regarding selection of bidders list” 

3idders’ mailing lists are not separated by the size of firm. The names of all 
firms, large or small, intermingle on the same lists. Consequently, when an 
invitation is to be issued, copies automatically go to all small-business firms 
included on the list. In addition, individual buying offices are authorized to 
maintain special mailing lists including the names of small-business firms who 
desire to be solicited on a more selective basis. 


Topic No. 4: “Criteria used in selecting firms to be solicited when bidders list 
is rotated” 

Every effort is made to maintain mailing lists on a detailed commodity cate- 
gory basis so as to avoid the necessity of rotating the lists, thereby excluding 
some of the bidders. In the relatively few cases where rotation of the bidder's 
mailing list is authorized, contracting officers are under strict instructions to 
consider the interest of small business among other factors, in determining 
whether rotation is justifiable. Furthermore, rotation does not, of itself, author- 
ize withholding the proposed procurement from listing in the Department of 
Commerce Synopsis of United States Government Proposed Procurements, nor 
the consideration of bids received from suppliers (including small-business firms) 
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not on the particular list. In those instances where services in connection with 
strategic and critical materials are required to be performed in certain areas, 
bids are requested only from those firms able to perform the services in the 
specified area. 

Topic No. 5: “Formal advertisement versus negotiation” 

As indicated by preliminary figures for fiscal year 1957 (enclosed as attach- 
ment No. IV), 56 percent of the total value of procurements (over $25) by the 
agency was awarded under formal advertising procedures. Of the amount for- 
mally advertised, more than half went to small business. Of the total dollar 
value of agency programs, 44 percent was awarded under negotiation procedures. 
Over half of the amount negotiated also went to small business. 

Of the regular program procurement, 86 percent was placed under formal 
advertising procedures. Of the amount thus awarded, over half went to small 
business. Almost three-quarters of the 14 percent awarded under negotiation 
techniques went to small-business firms. 

Ninety-two percent of special-program dollars was awarded through negotia- 
tion. The very nature of the sources from which strategic and critical mate- 
rials are obtained precludes extensive resort to advertising techniques. Of the 
amount negotiated, almost half went to small business. Of the 8 percent 
awarded under formal advertising, only three-eighths went to small business. 

It appears that the selection of procurement technique has little effect on the 
extent to which small business can successfully participate. Small-business 
participation in GSA procurement appears to reflect the position of small busi- 
ness in the supplying industries, rather than the type of procurement technique 
utilized by the agency. 

The need for obtaining adequate competition and for considering the interest 
of small-business concerns is stressed in connection with negotiated purchases 
fully as much as in connection with formally advertised purchases. Actually, 
the procedures are very similar. The forms used for advertised procurement 
are adaptable for use in negotiated procurement. The same mailing lists are 
normally used. Among the circumstances in which it is permissible to negotiate 
are the following of particular interest to small business: 

1. Small purchases.—Purchases of requirements amounting to $1,000 or less 
are handled through informal solicitation of prices, generally within the local 
trading area of the buying office. Consequently, a large percentage of these 
purchases is made from small-business concerns. 

2. Small-business set-asides—The negotiating technique is used in connection 
with set-asides for exclusive procurement from small-business concerns. This 
technique permits a small-business concern to bid on the unreserved (formally 
advertised) portion of the procurement in competition with other business con- 
cerns, and also to negotiate for the set-aside portion. Negotiations on the set- 
aside portion are conducted progressively starting with the small-business con- 
cern which submitted the lowest offer within 120 percent of the highest award 
made on the unreserved portion. In many cases, the unreserved portions as 
well as the set-aside portions are awarded to small-business concerns. The same 
small-business concerns may be awarded both portions. 

When the joint determination with a Small Business Administration repre- 
sentative covers 100 percent of the requirement, bids are solicited under a pro- 
cedure called small-business restricted advertising, Only those firms which 
meet the current definition of a small-business concern are eligible to bid under 
such invitations. 

In the field of construction, formal advertising is used except in the very 
rare instances where negotiation is authorized. 


Topic No. 6: “Policy relating to use of specifications and factors permitting 
deviations therefrom” 

Agency policy provides that in all cases complete and accurate specification 
data must be included in invitations for bids. Specifications are drawn to 
avoid restrictive bidding and to permit the maximum participation of business, 
In addition, contracting officers must assure themselves that cited specifications 
are readily available to all trade levels and if there is any question, make 
special arrangements to assure that the specifications may be easily obtained 
by any bidder. The business service centers of GSA maintain stocks of Federal, 
interim Federal, and GSA specifications and issue them upon request without 
charge for use in assisting firms to snbmit bids. When other types of speci- 
fications are cited (for example—military specifications), contracting officers 
meke arrangements to make copies of such specifications available to bidders. 
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GSA’s policy also provides that the order of priority in the use of formal 
specifications shall be Federal, interim Federal, GSA, military, and other 
departmental specifications. They normally are coordinated with industry 
prior to promulgation in order to reflect, as far as possible, industry standards. 

When an item is not covered by the above type of formal specification and the 
contracting officer must necessarily develop a commodity-purchase description 
to cover the requirement, agency policy provides that such descriptions shall 
reflect only the actual! needs of the Government and shall be sufficiently general 
to permit all products, which will meet such needs, to qualify under such 
description. 

It is agency policy to avoid the use of brand-name purchase descriptions to 
the maximum extent. When a formal specification or commodity purchase des- 
cription covering the item is not available and the requirement is such that a 
satisfactory commodity-purchase description cannot be developed in time for 
use in procuring the item, a brand-name reference may be used but only to 
indicate to the prospective bidders the general type of item required and not 
to eliminate or restrict competition. 

Specification deviations after award are authorized only for due consideration, 
and then only when the deviation would not prejudice the rights of the other 
bidders or offerors. 


Topic No. 7: “Comments on unrealistic requirements and unrealistic delivery 
schedules” 

GSA is a service organization and as such considers that its primary mission 
is to satisfy the program needs of Federal agencies for supplies and services. 
In carrying out this primary mission, however, specific safeguards have been 
established to assure that requirements are procured under procedures which 
will assure full and free competition whether the requirement is procured by 
advertising or through negotiation. Buyers carefully consider the potential 
impact upon their supply sources, including small business, of each requirement 
received for procurement. If the requirement is so large as to have an impact 
on industry or to be beyond the capacity of suppliers to furnish, the buyer 
contacts the requisitioning agency to secure its agreement to phasing of the 
requirement so as to reduce the impact and to provide for greater competition. 
Likewise when the delivery schedule is so short as possibly to preclude certain 
suppliers or a class of suppliers from participating in the procurement, the 
requisitioning agency is asked to modify its delivery requirements or to justify 
them as originally stipulated. 

After firming the requirement and the delivery time specified, contracting 
offices establish a bid-opening date based on the urgency of need for the items, 
the complexity of the invitation, and time required for bidders to compute bid 
prices. The general policy is to allow 18 to 30 days between the date of issuance 
of an invitation and the date of opening. Contracting officers must be prepared 
to justify any deviation from this rule. 

In all cases where it is considered necessary to offer to pay a premium for 
early delivery of required supplies or services, contracting officers must obtain 
a written statement from the requisitioning agency of the circumstances which 
justify such action. When the statement appears adequate, as in the case of 
furniture to outfit quarters scheduled for occupancy, at a specific date, or supplies 
required at port to meet ship’s sailing for overseas destinations, the contracting 
officer may make time of delivery a factor in the award of the contract. 

Topic No. 8: “Policy regarding progress payments to small and large firms” 

Personal Property Management Regulation No. 383 was developed and issued 
specifically with the interest of the small-business firms in mind. The regulation 
does not exclude progress payments to large-business concerns. The essence of 
the regulation is that the contractor demonstrate material impact on his working 
funds except in those cases where the contract requires extended production time 
amounting to 6 months or more before delivery of the first end items for which 
payment could be made under normal procedures. As of August 1, 1957, no 
personal-property contract providing for progress payments had been awarded 
to a large-business concern. Our experience has been confined to requests for 
progress payments from small-business concerns, 

On construction contracts, monthly progress payments are normally made, 
except on those very small ones which are paid upon completion. 





SMALL BUSINESS PROCUREMENT PROGRAM 549 


Topic No. 9: “Call and open-end type contracts” 

One of the key programs of the agency involves the distribution, through a 
chain of 12 stores depots, of thousands of items of supplies required for day-to- 
day use by Federal agencies. To assure continuing availability of these stores 
stock items, it is essential that contract sources be established from which re- 
plenishment supplies can be promptly called forward as needed. By establishing 
backup sources for replenishment of stock, it is possible to reduce inventories 
materially, stabilize prices, avoid stock-outs, and in general provide much better 
supply support to requisitioning agencies which frequently call for special service 
in order to meet their varying program needs. 

These forward-type contracts usually cover any and all stock-replenishment 
requirements for a given item or items which may arise during a period of 6 
months or 1 year. However, there are a number of variations from the basic 
type of contract. For example, the contract may commit GSA to procure a 
definite quantity with the option to order an additional quantity up to a stated 
percenage of the definite quantity. In developing forward-type contracts, careful 
consideration is given to small-business interests along with other factors such 
as industry pricing, sales and distribution practices, market conditions, firmness 
of estimated requirements, seasonal production, seasonal demand, and transporta- 
tion costs. 

Depending primarily on relative volume of sales, forward-type contracts are 
developed on a local, a zone, or a national basis. Local contracts cover only the 
needs of a single stores depot. Zone contracts cover the needs of two or more 
depots in the same geographical area. National contracts cover the require- 
ments of all stores depots in the system. 

The call and open-end type of contract is also used under the Federal supply 
schedule program. These contracts, made by GSA, provide for Federal agencies 
to place their orders directly with the contractors for shipment directly to the 
agency point of storage or use. Thus, readily available sources of supply are 
established in advance of need for many thousands of items which do not lend 
themselves to supply through the stores depot system discussed above. The 
Federal supply schedule program is one of long standing, is well accepted by 
both Government and industry, and has produced significant savings since 
inception. 

This program is designed to take full advantage of the independent dealer 
and distributor system maintained by many manufacturers. Wherever pos- 
sible, contracts are zoned to encourage participation by local, small-business 
concerns. In addition, it is a medium whereby many new products developed by 
small-business concerns are introduced into the Government supply system. 

Many service contracts in connection with strategic and critical materials are 
call and open-end contracts. Contracts under the Defense Production Act for 
some materials, such as aluminum, provide that the Government may call for 
delivery to the Government and that contractors, when unable to sell to in- 
dustry, may put material to the Government. The domestic purchase programs 
for manganese, mica, and other materials are open end with overall time and 
quantity limitations, 

Topic No. 10: “Policy regarding ‘sole source’ procurement” 

“Sole source procurement,” characterizing cases where the required supplies 
or services can be obtained from only one person or firm, is negotiated under 
the authority of section 802 (¢) (9) of Public Law 152, which authorized negotia- 
tion for property or services for which it is impracticable to secure competition. 

Other types of limited-source procurement, such as experimental and develop- 
mental work, technical equipment requiring standardization and interchange- 
ability, and classified purchases, are not considered sole-source procurement, but 
are handled on a competitive basis, whenever possible, under the specific provi- 
sions of sections 302 (¢c) (10), 302 (¢) (11), 302 (c) (12), and 302 (c) (14) of 
Public Law 152, Sist Congress. 

As defined above, sole-source procurement is an execption to normal purchase 
procedures. GSA’s experience with sole-source procurement has been considered 
satisfactory. In most cases, the supplier of a proprietary item which cannot be 
obtained from any other source accords to the Government a fair and reasonable 
price. When it appears that the price is unreasonable, more favorable treatment 
ix sought through intensified negotiations 
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Some manufacturers of sole-source items prefer, as a matter of policy, to have 
their distributors handle Government procurements, rather than supply the items 
themselves. Many of these distributors are small firms. 


Topic No. 11: “Bailment procedures” 

The bailment procedure such as currently being tested by the Department of 
the Army is not used by GSA. In the case of certain materials in Government 
inventories, the Defense Materials Service makes contracts for their processing 
in which case title to the material remains with the Government. Under the 
Defense Production Act machine tool facilities expansion program, Government- 
owned equipment is installed on a rental basis in plants of machine tool builders. 


Topic No. 12: “Haperience with single-service procurement” 


The following is quoted from Senate Report No. 2827, Government Procurement, 
1956, of the Senate Select Committee on Small Business, page 6: 


“3. CENTRALIZED PROCUREMENT 


“This committee ‘has referred frequently in the past to the desirability of cen 
tralizing procurements, assigning to one agency the responsibility for purchasing 
common-use items for all agencies using those items. Such an arrangement 
would have obvious advantages for the Government, such as the savings that 
would accrue through mass buying and the centralization of procurement admin- 
istration. An obvious advantage of such an arrangement for small business 
is that it would enable the small-business men wishing to sell such a common- 
use item to the Government to deal directly with one agency in supplying the 
needs of all. The GSA representatives reported that their agency now has so- 
called purchase assignments for three broad categories of items—office machines, 
furniture, and office supplies. These are purchased by GSA generally under 
term contracts with the manufacturers and held by GSA in its 12 warehouses 
located strategically throughout the country, for distribution as needed to agen- 
cies of the Government, both military and civilian.” 

As indicated above, single-service procurement has certain obvious advantages 
for small business as well as for the Government. GSA’s experience in operating 
its single-purchase assignments in the fields of office machines, furniture, and 
office supplies has been satisfactory. 

Single-service purchase provides the opportunity for the type of purchase 
planning which makes possible more comprehensive treatment of the economic 
effects of Government buying. This includes consideration of small-business 
interests as well as the opportunity to achieve the most favorable prices. 
Topic No. 13: “Haperience with qualified products lists” 

In connection with the development and use of Federal specifications, it is 
sometimes necessary to prepare qualified products lists (QVL) for procurement. 
The justification and use of these lists in accordance with GSA Regulation 
I-VI-206.04 (5-21-54). is as follows: 

(a) The time required for testing after award would unduly delay delivery 
of the supplies being purchased. 

(b) The cost of repetitive testing would be excessive. 

(c) The tests would require expensive or complicated testing apparatus not 
commonly available. 

(d@) The interest of the Government requires assurance, prior to award, that 
the product is satisfactory for its intended use. 

(e) The determination of acceptability would require performance data to 
supplement technical requirements contained in the specification. 

Products placed on QPL must meet one or more of the above criteria. 

Qualification testing is performed by Government testing facilities where 
qualified commercial laboratories do not have adequate facilities. Qualified 
commercial testing laboratories provide tests where they have adequate facilities. 

Our experience with QPL’s has been as follows: 

1. Adequate quality control of the product has been made possible in these 
cases where source inspection and acceptance inspection have resulted in unsatis- 
factory quality of products for Government use. 

2. The administration of QPL’s requires periodic sampling of qualified suppliers’ 
products to assure that quality level of deliveries is in accordance with the QPL. 
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3. The cost of the testing depends upon complexity of tests required. Pro- 
visions for determining allocation of costs between Government and suppliers is 
established by section 109 (g) of the Federal Property and Administrative 
Services Act of 1949, as amended. 

4. Small business participates freely in supplying qualified products to the 
Government. Companies are not qualified, as such. It is only the product 
which is qualified. Products on the qualified products list are tested periodically 
by the Government and are removed from the list when they fail to live up to 
the specification requirements. 

5. QPL reduces the need for inspection of deliveries. 

6. While qualified suppliers are prohibited from publicizing or otherwise 
advertising that their product or products are included on a QPL, the fact that 
they receive awards for these products indicates acceptable quality by the 
Government. 


Topic No. 14: “Staffing pattern of your small-business program and personnel 
problems, if any” 

As indicated in attachment No. I, there has recently been established a new 
Procurement and Business Services Division which now provides for the first 
time an organization specifically responsible for assuring that agency programs 
and operations retlect the interests of small business. It also provides the neces- 
sary means of coordinating small-business matters in the various operating 
activities of the agency. Those elements of the newly formed Division directly 
concerned with the Small Business and Business Service Center programs employ 
3 professional and 2 secretarial personnel. This does not include the Division 
Director, or his secretarial assistance. Additional assistance is given to small 
business by the Procurement Policy Branch of the Division, and particularly by 
the Task Force for Review of Government Procurement Policies and Procedures 
(as indicated in attachment No. III). 


Topic No. 15: “Statistics reflecting small-business participation in first-tier sub- 
contracting” 

Such statistics are not available. However, it is generally known that, in the 
field of construction and repair, most of the first-tier contractors are small-busi- 
ness concerns. The GSA does not currently require, by contractual provision, 
that its prime contractors accomplish the maximum amount of subcontracting 
with small-business concerns that the contractor finds to be consistent with the 
efficient performance of his contract. A provision to this effect is being included 
in a forthcoming revision of standard form 32, general provisions (supply 
contract ) 
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APPENDIX XXV 





Department of the Army, Transportation Corps obligations during period 
July 1, 1956—Mar. 31, 1957 


Dollar 

value 
I. Tota] new procurement $41, 363 
a. Total awarded by negotiations 33, 885 
Negotiated by law 2 (c) (9)- 384 

Negotiated by law 2 (c) (3)- 4,381 
Balance negotiated 29, 120 
b. Total awarded by advertising 7, 478 
II. a. Total new procurement 41, 363 
b. Total awarded to small business 33, 569 
(1) Negotiated 27, 195 
(2) Formal advertising. 6, 374 
c. Total awarded to large business 7, 794 
(1) Actions under $10,000. 3, 652 
(2) Small business not solicited 2, 534 
(a) No known small-business source 647 


(6) Emergency procurement 
(c) Maintenance of the mobilization base 
(d) Item under proprietary control or stand- 
ardized l, 
(e) Small business cannot meet quantitative 
or delivery requirements 


(3) Small business had opportunity to bid, but 

(a) No bid received from small business 

(6) Low bid not from small business 

(c) Low bid from small business not respon- 
sive 

(d) Low bid from small business rejected on 
basis that the concern was not a re- 
sponsible bidder (ASPR 1-307) 

(e) Low bid from small business not accepted 
for other reason 


(4) Large nonprofit institution 


CUMULATIVE—JULY 1, 1956-MAR 


I. Total new procurement 41, 
II. Total awarded to small business 33, 


1 Percent of total new procurement. 

2 Percent of total awarded to small business. 

3 Percent of total awarded to large business 

4 Percent of small business not solicited. 

5 Percent of small business had opportunity to bid 
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